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MUTUAL SECURITY ACT OF 1958 


TUESDAY, MARCH 18, 1958 


House or REPRESENTATIVES, 
CoMMITTEE ON Foreian AFFAIRS, 
Washington, D. C. 

The committee met, at 10:30 a. m., in room G—3, United States 
Capitol, Washington, D. C., Hon. Thomas E. Morgan (acting chair- 
man) presiding. 

Acting Chairman Morgan. The committee will come to order. 

We have a continuation of the hearings on Mutual Security Act 
of 1958 which includes authorizations for the fiscal year 1959. 

We will go through the statements of all the witnesses and after 
the witnesses have delivered their statements they will be available 
for questioning. 

Our first witness this morning is Richard F. Cook, Acting Deputy 
Director for Management, International Cooperation Administration. 

Mr. Cook, go right ahead and where you can cut your statement 


short we will appreciate it. Your statement will appear in the record 
in full 


STATEMENT OF RICHARD F. COOK, ACTING DEPUTY DIRECTOR 
FOR MANAGEMENT, INTERNATIONAL COOPERATION ADMIN- 
ISTRATION 


Mr. Coox. Thank you sir. 


ADMINISTRATIVE EXPENSES 


The proposed fiscal year 1959 authorization and appropriation 
for the administrative expenses of the mutual security program re- 
quested under section 411 (b) is $33 million. This figure excludes the 
administrative expenses of the Department of Defense. It also ex- 
cludes certain costs of the Department of State associated with the 
mutual security program for which a separate appropriation of 
$6,692,500 is requested under the provisions of section 411 (c) of the 
Mutual Security Act of 1954, as amended. Also excluded are costs of 
administering the Development Loan Fund which would be provided 
separately from assets of the Fund under the authority of section 204 
(b) of the Mutual Security Act of 1954, as amended. 

The amount appropriated under section 411 (b) for general admin- 
istrative expenses in fiscal year 1958 was $32,750,000. This amount 
included funds totaling $2,246,500 for activities for which funds are 
being sought under other appropriations in fiscal year 1959. Thus the 
amounts available in fiscal year 1958 for activities comparable to those 
included in the fiscal year 1959 request under section 411 (b) totals 


1079 
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$30,503,500. The fiscal year 1958 activities now being proposed for 
financing under other appropriations are as follows: 


(a) Refugee and migration expenses of the Department of State____ $1, 331, 000 
(b) Policy guidance—United States participation in Organization for 


European Economic Cooperation_-_-------..-.------------- 505, 000 
(c) Mutual security program coordination expenses of the Depart- 

ment of State__-__---- Ax thys od tee sce, Se eS 92, 500 
(d) Public-information activities of the Department of State______- 160, 000 
fe) Development Loan Fund administrative expenses__.....___--- 118, 000 
Te RPE ae NNR Es. oS a ch wae nas en ewe waka Se 40, 000 


The first four items above are proposed for financing in fiscal year 
1959 under section 411 (c). The Development Loan rund adminis- 
trative expenses are proposed to be met from the assets of the Fund 
under the authority of section 204 (b). The Control Act expenses are 
included in the total fiscal year 1959 appropriation requested for the 
Control Act included under section 410. 

The funds requested for ICA are used to pay and support people in 
Washington and overseas who are responsible for carrying out the 
ICA-administered elements of the mutual security program. These 
people develop and screen the assistance programs for each country; 
they assure that the assistance achieves the purposes for which it is 
intended and that funds are properly managed and controlled. 

In order effectively and efficiently to administer and carry out the 
complex activities involved in the mutual security program, it is 
essential that adequate funds be provided to cover the administrative 
costs incident thereto. With the additional funds requested in fiscal 
year 1959 of approximately $2.5 million over the amount available for 
fiscal year 1958, more efficient management and control of the ICA 
administered multi-million-dollar program will be assured. 

In fiscal year 1959 the obligations will increase about $2.5 million 
over fiscal year 1958. This results from several major factors: 

(a) $0.3 million increase in rent and utility costs in Washington 
and various overseas locations. 

(b) $0.3 million to provide for increased training and continuity 
of personnel. 

(c) $0.3 million increase in Department of State costs for providing 
administrative support both in Washington and overseas, and 
participating agencies’ costs. 

(d) $0.1 million increase in contribution to the retirement fund. 

(e) $0.4 million for new positions in fiscal year 1959. 

(f) $1.1 million for salaries and related expenses of additional 
man-years of employment in fiscal year 1959 due to a net increase in 
employment under presently authorized positions. This additional 
employment has resulted from efforts to man more fully key positions 
and to provide essential staff for new locations opened in the latter 
part of fiscal year 1957 and in fiscal year 1958. 

Interregional program expenses cover the costs of necessary sup- 
plementary and backstopping services for ICA technical cooperation 
and other programs where it would be uneconomical from an account- 
ing standpoint, or otherwise impracticable, to charge such services 
directly to individual projects or country or regional assistance funds. 
They do not constitute a separate request for funds, as they are 
already included in the totals requested for technical cooperation and 
other categories of aid. 
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The costs involved differ from ICA administrative costs in that 
the purpose of the expenditures is to provide services to cooperating 
countries, directly or indirectly, rather than to the United States 
Government, as such. They differ from regular ICA program ex- 
—s in that they are not directly requested by cooperating countries 

ut, rather, are requested by implication in the request for the basic 
assistance which these services support. 

For purposes of internal ICA handling, these interregional program 
espenses are subdivided into two categories: ‘Interregional project 
expenses” and “Interregional program support expenses.” The 
former covers primarily expenses which are made through contracts 
with private firms, universities, and so forth, while the latter involves 
services performed by United States Government-employed personnel, 
— directly in ICA or in other Government agencies on behalf of 
ICA. 

Under the provisions of section 522 (f) of the Mutual Security Act 
of 1954, as amended, these expenses for accounting and control pur- 
poses will be administered in a single account, with periodic credits 
to this account of the amounts which relate to other appropriations 
affected. 

Services to foreign participants receiving training in the United 
States or elsewhere: Bringing an individual or group from a cooperat- 
ing country to the United States or elsewhere, for training in or ob- 
servation of advanced techniques in their particular field of interest, 
is a key element in all technical cooperation activities, and is also an 
important aspect of some defense support and special assistance 
projects. 

To arrange a suitable training program, and carry it out effectively, 
necessarily requires an extensive array of supporting services. These 
include the time of project managers and training supervisors in ICA 
and other Government agencies or on contracts with private institu- 
tions; orientation; provision of interpreters, where necessary ; refresher 
courses in English; accident and health insurance coverage, and so 
forth. 

The total amount of the interregional program expenses which are 
expected to be utilized for such services to participants in fiscal year 
1959 is $7.23 million. It is estimated that ICA and participating 
agencies will handle more than 7,000 participants in the United 
States—more than 5,000 arrivals and more than 2,700 carryovers 
from prior years—and that there will be more than 2,000 participants 
in third-country training locations in fiscal year 1959. 

It should be pointed out that the numbers for which services are 
required differ from the numbers of participants reflected in fiscal 
year 1959 general estimates for technical cooperation and other funds 
since there is a timelag of several months between the provision of 
funds for a training project and the actual arrival of the participants. 
Thus, the bulk of the participants arriving in fiscal year 1959 will 
have been funded from fiscal year 1958 appropriations, except for the 
service costs under discussion. 

Backstopping and support services for United States technicians 
in the field: The second major element in the technical cooperation 
program is the sending of United States technicians abroad to advise 
and assist cooperating countries in improving their technology in 
various fields. In fiscal year 1959, ICA expects to have approxi- 
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mately 3,350 such technicians in the field on a direct-employment 
basis and a further 2 ,500 who are working under ICA-financed con- 
tracts with American universities, institutions, and business firms. 
To make the work of these technicians effective also requires a number 
of support and backstopping services. 

Thus, they utilize the normal administrative services of the United 
States embassies in the various countries on such matters as payroll, 
transportation arrangements, personnel services, communications, dis- 
bursing, and so forth, thereby eliminating to ‘the maximum extent 
possible the establishment of separate ICA facilities for these purposes. 
On the substantive side of their work, a technician in agriculture needs 
to have access to the vast storehouse of technical information and 
knowledge in his field which is available in the United States Depart- 
ment of Agriculture and the land-grant-college system. Similar back- 
stopping services are rendered by most all major agencies of the United 
States Government. The normal budgets of these agencies, of course, 
do not contain provisions for these services, and it is, therefore, neces- 
sary for ICA to reimburse such agencies for the expenses involved. 

Again, there are certain standby costs which are essential to main- 
taining a corps of technicians in various fields ready and able to meet 
the requests of cooperating countries on short notice. ICA and its 
predecessor agencies have been handicapped in the past by the neces- 
sity of recruiting all technicians on an ad hoc basis, starting when a 
request came in from a country. 

With several years of experience of program requirements behind 
it, it was possible in fiscal year 1958 for ICA to institute an overseas 
personnel program which provides for certain measures of advanced 
recruitment to anticipate needs and arrangements for maintaining 
technicians on the rolls for a limited period between assignments, 
recruiting, and training junior technicians, and some retraining for 
technicians after a number of years in the field. 

It is planned to increase these services slightly in fiscal year 1959. 
The costs of these arrangements are also charged to the interregional 
program expenses account. 

The total amount which it is anticipated will be required for serv- 
ices to technicians in fiscal year 1959 is $6.88 million. 

Other interregional program expenses: The interregional program 
expenses account is also utilized to finance certain other activities and 
services which contribute to the overall effectiveness of ICA assist- 
ance to cooperating countries. 

Thus, for example, major survey and construction projects proposed 
for financing from defense support or special assistance may require 
intensive technical review to assure the proposing country and ICA 
that they are sound from a technical and engineering standpoint. 
The cost of ICA staff time and certain general contract engineering 
services used for this purpose are charged to the interregional program 
expenses account. 

Again, there are a number of forms of nonpersonal technical assist- 
ance to cooperating countries which involve such small units of service 
that it is not feasible to document them as individual projects and 
charge them to each country’s allotment of United States aid. 

These include such matters as the handling of requests for infor- 
mation about various technical processes; the making of various 
studies of advanced agricultural techniques; and the preparation of 
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analytical information on a variety of matters from low-cost housing 
construction methods to United States labor practices. Such activi- 
ties make up the final component in the interregional program expenses 
account. 

Altogether, these activities will require approximately $1 million 
in fiscal year 1959. 

Obligation trends: Interregional program expenses as proposed will 
total approximately $15,140,000 in fiscal year 1959—$15 million 
technical cooperation and $140,000 special assistance—as compared 
with a program of $13,930,000 in fiscal year 1958 under the reduced 
ICA appropriations. 

The major elements in this increase on the interregional projects 
side of the estimate are primarily for increased costs of providing 
interpreter services for participants. ‘This is required because of the 
increase in the proportion of participants requiring interpreter 
services. 

On the side of interregional program support expenses, the antici- 
pated increases ¢ ompared with fiscal year 1958 are largely attributable 
to— 

1. An increase of $285,000 in the overseas personnel program. This 
amount provides for approximately 28 man-years of employment plus 
travel and other expenses. 

An increase of $666,000 is required for State support to provide 
for the rising level of ICA programs, implementation of vehicle- 
replacement program, dependents medical-care program, annualiza- 
tion of costs at USOM’s opened in fiscal year 1958 local wage and 
other price increases. 

3. An increase of $100,000 is estimated for services performed by 
participating agencies. 

I have one more statement on ocean freight—voluntary relief. 


OCEAN FREIGHT 


The request of $2.1 million in fiscal year 1959 for ocean-freight 
activities provides the funds required to transport supplies donated to 
American voluntary agencies and thereby facilitates and encourages 
people-to-people gifts from Americans to needy persons abroad. 

The ocean freight program, by subsidizing the movement overseas 
of supplies donated to American voluntary agencies, facilitates and 
encourages people-to-people gifts from Americans to needy persons 
abroad. It helps demonstrate the concern of individual Americans 
for the people denied the basic necessities of life and thereby engenders 
good will toward the United States. 

This program, which has been in existence since 1948, provides 
for the payment of ocean-transportation costs of shipments of relief 
and rehabilitation supplies shipped by approved American nonprofit 
voluntary agencies in support of their relief operations abroad. 
Approved agencies are those registered with the Advisory Commiitee 
on Voluntary Foreign Aid of ICA as well as with the American Red 
Cross. 

These agencies obtain their major support from donations of cash 
and goods-in-kind from the American people. It is estimated that 
their combined constituencies comprise 75 percent of the total 
United States population. They act as a direct channel of aid and 
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hence a material expression of good will from the people of America 
to needy and uprooted people abroad. 

Before expending funds appropriated for this purpose, a formal 
agreement is entered into between the United States Government and 
the receiving government, which guarantees on the part of the latter 
duty-free entry of the goods and the payment of inland transportation 
costs from port of entry to the ultimate point of distribution. The 
American agencies for their part bear the cost of solicitation, process- 
ing, warehousing, packaging for export, and transportation to 
United States ports, plus the salaries and other administrative costs 
in maintaining field representatives in the countries of reception to 
supervise distribution. 

The program represents a three-way cooperative arrangement 
between our American voluntary agencies, the United States Govern- 
ment, and foreign governments, with each contributing materially to 
its success. Under regulations which have been established for the 
program, all goods are adequately marked to identify their American 
origin. These markings bear the United States emblem and the 
wording “Gift of the American people—Ocean freight paid by the 
United States Government.” 

Additionally, each agency maintains in the recipient countries 
American citizens as representatives to supervise distribution and to 
insure that the supplies reach the persons for whom they are intended. 

Supplies valued at nearly $29 million will have been shipped and 
distributed in fiscal year 1958 at a cost to the Government of $2.2 
million. Each dollar appropriated for this purpose is multiplied 
roughly 14 times in terms of the value of the relief goods it generates 
and delivers. These goods include specifically food, clothing, medical, 
and hospital supplies, school supplies, hand tools for trades and 
agriculture, and other self-help supplies. 

Most of these goods are donated in kind without any cash con- 
tribution to cover the necessary delivery costs to the country of 
destination; hence, the value to the agencies of ocean-freight support, 
without which the program could not go forward. That Sungress has 
fully recognized this need is evidenced by its continuing support of 
this activity during the past 10 years. 

These same agencies are also moving substantial quantities of 
United States Department of Agriculture surplus commodities into 
their relief channels abroad. The payment of ocean-freight charges 
on these surplus commodities is now funded under the authority of 
section 208 of Public Law 540, the Agricultural Act of 1956. 

In summary, this request is to make possible the continued support 
of our American voluntary agencies by paying ocean-freight costs on 
their relief shipments abroad. The $2.1 million requested is $100,000 
less than was appropriated last year for this purpose. This reduced 
amount should prove adequate, however, since it is based on the 
participating voluntary agencies’ own estimates of the volume to be 
moved in fiscal year 1959. 

There are no United States Government procurement costs involved 
here. The goods are supplied by the voluntary agencies and represent 
free donations of the American people. Thus for each tax dollar 
spent, supplies valued at about $14 are delivered to needy persons in 
friendly countries abroad. 
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Thirty-two private groups are cooperating in this program in 18 
foreign countries. The names of these agencies, as well as the countries 


of distribution, are listed on page 70 of the Presentation Book, Non- 
regional Programs. 

Over the years we have developed a close working relationship with 
United States voluntary agencies. Their activities and services 
abroad, in the fields of material aid, refugee resettlement, and tech- 
nical assistance are considered to be a valuable supplement to the 
official programs of government. 

Acting Chairman Morean. Thank you, Mr. Cook. 

Mr. Jupp. Mr. Chairman, I think the names of those agencies, 


32 I believe he said, that are listed on page 70 of the Presentation 
Book, should be in our record. 


Acting Chairman Moraan. It is so ordered. 
(The information is as follows:) 


APPROVED AGENCIES REGISTERED WITH THE ADVISORY COMMITTEE ON 


VoLUNTARY Forerqcn Arp oF ICA as WELL as WitrH THE AMERICAN RED 
Cross 


American Baptist Relief 

American Friends of Austrian Children 
American Friends Service Committee 
American Jewish Joint Distribution Committee 
American Mission to Greeks 

American ORT Federation 

American Red Cross 

Assemblies of God, Foreign Service Committee 
Brethren Service Commission 

Catholic Relief Services—National Catholic Welfare Conference 
Church World Service 

Congregational Christian Service Committee 
Cooperative for American Remittances to Everywhere (CARE) 
Foster Parents’ Plan 

Heifer Project 

International Rescue Committee 

Iran Foundation 

Little House of St. Pantaleon 

Lutheran World Relief 

Mennonite Central Committee 

Near East Foundation 

Pestalozzi Foundation of America 

Refuge des Petits 

Romanian Welfare 

Salvation Army 

Save the Children Federation 

Seventh-Day Adventist Welfare Service 
Tolstoy Foundation 

Unitarian Service Committee 

United Lithuanian Relief Fund of America 
World Relief Commission of the National Association of Evangelicals 
World University Service 


STATEMENT OF JOSEPH F. DONELAN, JR., DEPUTY BUDGET AND 
FINANCE OFFICER, DEPARTMENT OF STATE 


Mr. Donetan. Mr. Chairman, I have no prepared statement as 
such. 

The proposed fiscal year 1959 authorization for the administrative 
expenses for the Department of State remains unchanged at $7 million. 
Mr. Cook, in his statement, has indicated to the committee the items 
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which formerly were appropriated under section 411 (b) and which in 
this fiscal year 1959 are proposed for inclusion under section 411 (c). 
I will, however, be available for questions if the committee wishes. 
Acting Chairman Morcaan. Thank you, Mr. Donelan. 
Dr. Eugene P. Campbell. 
Dr. Campbell is the Chief, Public Health Division, ICA. 


STATEMENT OF DR. EUGENE P. CAMPBELL, CHIEF, PUBLIC 
HEALTH DIVISION, INTERNATIONAL COOPERATION ADMIN- 
ISTRATION 


Dr. Campsett. Mr. Chairman, I have with me the complete state- 
ment of the malaria-eradication program which is included in the 
presentation book and I have a short statement that I can read in a 
few seconds. It is a summary. 

Acting Chairman Morean. Go right ahead, Doctor. 

Dr. Campseti. The proposed budget for the malaria-eradication 
program of the International Cooperation Administration for the 
fiscal year 1959 represents a continuation of the 5-year eradication 
program begun in fiscal year 1958. 

The-malaria-eradication program authorized by Congress to begin 
in fiscal year 1958 is well underway. Bilateral programs of malaria 
eradication are in operation or planned for 25 countries in this fiscal 
year. Despite the normal operation difficulties to be expected in 
launching any major program, the progress achieved has been greater 
than expected. 

On every side, there has been enthusiastic collaboration and 
sympathetic understanding of the United States participation in this 
dramatic project. The United States represents a country with a 
long but successful struggle to rid itself of the scourge of malaria, 
and in recognition of the great value of eradication to our people and 
the economy, we are offering a helping hand to the peoples of other 
countries so they can derive the same benefits. 

The malaria eradication program is one which is felt more immedi- 
ately and more dramatically than are the effects of many of the pro- 
grams involving much greater expenditures. The program is til 8 
‘people-to-people’ project, with all people living in malarious areas 
feeling the direct results of the malaria program. The eradication of 
malaria has an effect on the daily lives of all people affected, and it 
has been the No. 1 health problem in many of the countries in which 
programs are being carried out. As Dr. Viswanathan, the dis- 
tinguished Indian malariologist, has pointed out: 

No service establishes contact with every individual home at least twice a year 
as the DDT service does unless it be the collection of taxes, 

The proposed amendment will make clear that, in addition to the 
assistance for malaria eradication provided under section 420, the 
Development Loan Fund may, in accordance with rules governing 
that Fund, make loans for malaria eradication. By omitting a ceiling 
figure in section 420, we will remove the need for complicated and 
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costly procedures needed to analyze our health activities to determine 
which ie ve elements of malaria eradication and thus must be charged 
against the ceiling. 

Although the proposed program represents the best estimate possible 
at this time, it is based on only 3 months of actual operations, and it 
now appears possible that certain countries may be in a position to 
condense their programs from 5 to 4 or even 3 years, thereby increasing 
fiscal year 1959 and perhaps fiscal year 1960 costs, and at the same 
time reducing by comparable amounts the fiscal year 1962 costs. It 
is believed important, particularly in view of the increasing resistance 
to insecticides of certain malaria-carrying mosquitoes, to be able to 
expedite eradication programs in fiscal year 1959 wherever this is 
possible within funds, either from the Development Loan Fund or 
elsewhere in the act, which can be made available for that purpose. 

In view of the successful beginning of the malaria eradication pro- 
gram in fiscal year 1958, it is imperative that it go forward at the 
most rapid rate possible, and to accomplish this, the United States, 
through the International Cooperation Administration, must have 
adequate funds made available in fiscal year 1959. 

Acting Chairman Morean. Dr. Campbell, there is another short 
statement here, a statement of the Public Health Service. Would 
you proc ‘eed with that? 

Dr. Campse.u. This statement is in a sense a testimony by the 
Public Health Service, represented by Dr. Leroy Burney as Surgeon 
General to the effectiveness of this program and to the results which 
we have already accomplished. 


After centuries of mass suffering and death from malaria, the world has em- 
barked upon a crusade to rid itself of this scourge. More than 60 nations in 
1958 joined forces under the leadership of the World Health Organization to 
initiate this program. 

Malaria is no stranger to the people of the United States. Although it has 
been more than a decade since this disease wrought havoe with the economy 
and populace of our Southern States, our citizens in every State are still paying 
a toll for the worldwide existence of this disease. In those areas where it is 
endemic, malaria debilitates labor, decreases efficiency, and increases the cost 
of production of raw materials vital to the economy of the United States and 
other free world nations. This increased production cost amounts to more than 
one-third of a billion dollars every year on raw materials imported into the 
United States. In addition to this waste of money, there is the continued waste 
of human life on which no price tag can be placed. 

Remarkable as it may seem, the total cost of eradicating this disease is now 
less than its annual cost to the world’s economy. Further, the funds required 
of the United States to assist in eradicating this disease are less than $1 per 
capita or one-third of the annual cost of the disease to the economy of this 
country. These funds are really insignificant in terms of economic gains and the 
goodwill which will be derived by the American people. 

The eradication of malaria represents the first effort of the nations of the world 
as a group to eradicate a disease. The active participation of more than 60 na- 
tions insures success, provided that each nation, including the United States, can 
continue to give the financial and technical assistance required over the next 4 
years. The eradication program as jointly planned by the International Cooper- 
ation Administration and the World Health Organization with assistance of the 
Public Health Service is technically feasible and within the capacity of the na- 
tions of the world to accomplish. The Public Health Service is happy to con- 
tinue its endorsement of this program during its second year of operation, 


Acting Chairman Morean. Mr. Charles Warden. 











1088 MUTUAL SECURITY ACT OF 1958 


STATEMENT OF CHARLES B. WARDEN, CHIEF, INVESTMENT 


GUARANTIES STAFF, INTERNATIONAL COOPERATION ADMIN- 
ISTRATION 


Acting Chairman Morean. Mr. Warden is the Chief, Investment 
Guaranties Staff, ICA. 

Mr. Warpen. I have a statement here and I will excerpt some parts 
of it. We have also developed a chart on the growth of guaranties 
which we have placed on the mantlepiece here. 

Investment guaranties is a major facet of ICA’s interest in private 
investment and as such we offer to private investors establishing plants 
and businesses abroad and contributing to the economic development 
of these countries, three types of guaranties. We will guarantee to 
convert their earnings or their principal of these businesses, or protect 
them against the risk of loss, due to expropriation or confiscation, and 
finally, the latest type of guaranty authorized, the guaranty against 
the loss due to war damage. 

During this last year, the program made substantial progress. The 

uaranties issued increased by $64 million compared with $29 million 
fast year and totaled $187.5 million at the year’s end, and liability as 
to contracts in force at the year’s end totaled $152 million. 

The fees that have been collected to date total $2,300,000 and what 
may be of interest to this committee is that we have not had to pay 
out any claims up to the present time. The applications in process 
at the end of the year stood at the figure of $631 million, of which the 
underdeveloped areas’ portion, as shown in the following graph repre- 
sents ae three-quarters of the pending applications. 

Mr. Warven. This indicates Americans are digging out into the 
hard, risk-taking areas. 

What is more interesting is that in January and February, with all 
the talk of a slowdown in business, applications went up to here 
[indicating the top of the chart}. 

We were running about an application a day coming in and we 
stand at about $758 million at the close of business a few days ago. 

There is one more point on this chart, and that is the amount of 
issued contracts against the amount we have in applications, there is 
a lead time of 2 to 2% years between the time an investor comes to us 
and asks for preliminary assurance of guaranties and by the time he 
completes his investment and applies to us for the final contract of 
insurance. The speed with which we reach the final contract is 
largely dependent on the investor. 

I think this is somewhat comparable—I had to build a house 
awhile ago and it took me 14 months from the time I made the first 
purchase until I went in. 

However, if we take this period and lay it over here, I think the 
garden is about to bloom. 

One or two other points. 

This last year, at the Afro-Asian Conference at Cairo there was an 
astonishing development, probably expected but its violence was 
probably not expected. There had been an increasing interest on the 
part of private investors in going abroad. 

Mr. Futron. Mr. Chairman. 

Because the witness is speaking of those charts in this particular 
connection and speaking of lead time, pointing to the charts, could 
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we have those charts put in the record here, just as he finished that 
subject? 

Acting Chairman Morean. Yes. 

(See p. 1102 for charts.) 

Mr. WarpeEn. Almost as if in response to this increase in United 
States interest in expanding the role of private enterprise and invest- 
ment in the economic development of less developed areas, the Soviet 
Union urged expropriation of foreign private investment in the recent 
Afro-Asian meeting in Cairo, characterized in the words of the lead and 
sublead of an article in the New York Times, January 7, 1958, as 
follows: “Moscow Steps up Economic War on Private Investments 
Abroad” end “Backs Confiscation of Assets of the West in Under- 
developed Lands—Chaos is Declared to be Soviet Aim.”’ 

They are trying to drive the Americans away from the under- 
developed areas and they are trying to create fear on the part of 
American investors and it is precisely to offset this fear that this 
committee years ago developed, presented, and gave to ICA the au- 
thority to guarantee against this very risk that the Russians are 
throwing into play. 

I would like to talk on one other item and that is the business of 
taking risks. 

We have been fortunate over the last several years. We have 
sustained no losses; we have no claims. We followed a policy of 
calculated risk taking and at the time we undertook these contracts 
we believed we were taking direct risks but so far the policy has proved 
satisfactory. 

We believe that when the American investor is prepared to place 
his own money at risk in a project that is sound and in a country that 
is deserving new capital, that we should move right alongside of him. 
We should be not less willing to take risks than he. We cannot offer 
guaranties only in countries where there are no problems in foreign 
exchange or where there are no political risks. Our progam is for the 
areas of risk where the country position is occasionally so weak that 
it is no longer bankable but with new capital, new management, and 
new enterprises, it may earn its way back. 

Ours then must be the art of risk taking. We cannot ever take 
refuge in the more simple and the safer tests of the banker. 

(The complete text of Mr. Warden’s statement follows:) 
aan is Charles Warden and I am chief of the investment guaranties staff 
oO ° 

Today, I want to cover two aspects of the investment guaranty program. 
The first will be concerned with our business of the past year, what we have 
completed and what we have pending. The second will deal with the investment 


guaranty program in terms of what we consider to be its role in the world situation 
today. 

The year ending December 31, 1957, produced a substantial growth in the 
guaranty program. Guaranties issued increased by $64 million, compared with 
$29 million last year, and totaled $187.5 million at the year’s end, while the 
liability under contracts in force as of the year’s end totaled $152 million. Fees 
collected as of December 31, 1957, amounted to $2.3 million—an increase of 
$565,000 in the calendar year of 1957. 

There have been no payments made under guaranty contracts to date. There 
are no pending claims. Applications in process for all types of guaranties total 
$631 million. An indication of rising interest in the program is that in the 
2 months following the end of 1957 an additional $197 million in new applications 
have been received. Considering the elimination of some $70 million of with- 
drawals in old applications during the same period, a net gain of $127 million 
brought the pending applications total as of the end of February to $758 million. 
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There will always be a lead time between the volume of applications and the 
completion of the contracts. After applications are filed, investors have to ar- 
range their financing, hire their engineers, purchase equipment and construct 
their plants. This often requires 2 years or more. During this period they must 
have continued assurance of the availability of the guaranties. This is not admin- 
istrative delay but rather the time investors themselves require to develop their 
project. 

The attached exhibit D graph shows the sharp increase in the volume of appli- 
cations. Much of this increase is due to a large number of projects in the less- 
developed areas. This indicates the great and growing interest that investors 
are now taking and is most encouraging. It is our responsibility now to develop 
and expand the program within the present authority and to accommodate the 
applicants for guaranties. No new appropriation or added authority is sought. 

wo years ago, the war-risk authority was added to our legislation. During 
the ensuing period, six countries have included war-risk coverage in their bilateral 
agreements. During the same period a total of $106 million in war-risk applica- 
tions have been placed with us. The policy statement on war risk was widely 
distributed to the prospective investors in the new Investment Guaranty Hand- 
book. It is too early to tell how successful this phase of the guaranty program 
will be. More experience is required. We are just now completing our first war- 
risk guaranty, for a project in Italy. 

As with the previous guaranties it has taken some period of time for the investor 
community to realize its usefulness and to accommodate the war risk guaranty 
to its investment plans. We are convinced, however, that it does make a con- 
tribution to the protection of investments and that appreciation of its worth will 

TOW. - 

: Of considerable importance to the program this last year was the issuance of the 
new handbook describing the features of the guaranties. It has been well received 
and a number of investors have remarked on its clarity. Since last September, 
over 14,000 copies of the handbook were distributed, principally in the United 
States, with a much smaller number being distributed shanti Here we wish to 
thank the Department of Commerce, the National Foreign Trade Council, the 
trade associations and the leading banks for their assistance in distributing the 
handbooks to large and small investors throughout the country. The financial 
press has continued to give a modest but excellent and, oecasionally, enthusiastic 
support to the program. Again the Department of Commerce has been generous 
in reporting on news of the program—such things as the addition of new countries 
and guaranties of new investment projects. In this, too, the financial press has 
done its part. At intervals, various officials connected with the program have 
had opportunities to speak at conventions and meetings of groups concerned with 
foreign investment. We hope in this coming year to continue this educational 
effort throughout the country. 

We continue to be concerned with the small and medium sized investor, In our 
belief, the products he makes and the technology he can carry abroad meet more 
nearly the requirements of the smaller industries, particularly in the under- 
developed new countries. We have had a number of small investors take guaran- 
ties contracts. At present we have 26 applications of $100,000 or less. However, 
since the larger companies are doing most of the foreign investment today, we 
reflect in a large degree the same pattern. The larger companies of course have 
the research staffs to undertake the examination of foreign projects and appraise 
their possibilities. Very often they have the experience of trade with a larger 
number of countries. In short, they have the knowledge and the facilities which 
small business unfortunately lacks. In general, the medium and small business 
do not have the necessary background and experience in foreign investment. 
We in our office talk to more than a thousand investors a year and it is a source 
of continual regret that a much more active program is not in effect in our country 
which will bring the necessary basic knowledge and understanding to the hundreds 
of companies who have a legitimate and proper role to play in foreign investment. 
The excellent resources of the experts and information of the Department of 
Commerce, the knowledge and information of the Foreign Service Officers of the 
Department of State on home assignments, the skills, knowledge and helpfulness 
of the various embassies and their consulates in the United States and the private 
institutions must be made available to the medium-sized investors through panel 
and seminar discussions throughout the country. Here top-grade professional 
knowledge is a must. During the course of the year a considerable portion of our 
efforts is spent in supplying advice and guidance to prospective investors. Much 
more should be done. 
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We have continued our efforts to develop new guaranty agreements. In 1957. 
five new agreements were concluded with Cuba, Afghanistan, Iran, India, and 
Vietnam. Additionally, amendments were negotiated with Turkey, China, 
Israel, Thailand, and Italy to extend the scope of guaranties. Currently, we are 
concentrating our efforts on new areas, such as Morocco, Tunis, Laos, Cambodia, 
Malaya, and Ghana, or in other countries where the climate appears most receptive 
to a consideration of the proposed agreements—viz, Brazil, Chile, Nicaragua, 
Korea, and Lebanon. The signing of the convertibility agreement. with India 
was considered most helpful and should ease the negotiating task with the neigh- 
boring countries. 

Two years ago the Congress, in expanding the guaranty authority, placed the 
program on a fractional reserve basis. It has had no adverse effect on the volume 
of applications. As a matter of fact, there has been a substantial growth in appli- 
cations since that time. Again this year we have had no claims and of course 
have not had to pay out under the guaranties. It appeared for a short while that 
both the French and the Philippine difficulties in exchange might produce a call 
on the guaranties. These hurdles were safely cleared, however, without loss and 
no claims are now in sight. 

In retrospect, during the 10 years of the investment guaranty program’s 
existence, it has had its achievements. First, it has been no mean accomplishment 
to have negotiated 37 bilateral agreements and 17 amendments for investment 
guaranties. Aside from individual obstacles encountered during negotiations, the 
residual fear of economic domination left over from colonial status or of ‘‘ Yankee 
imperialism” in Latin America is a recurring deterrent in the early acceptance of 
the simple provisions of the standard agreement text. In this connection, a 
quotation from a report by the National Planning Association entitled ‘“‘ Promoting 
United States Private Investment Abroad” written by Raymond F. Mikesell, is 
appropriate: 

“The investment guaranty program has undoubtedly been an effective instru- 
ment in improving the general climate for foreign investment in the countries 
in which it is operating. It is highly unlikely that foreign countries would single 
out insured investors for special treatment as against other investments made in 
accordance with their regulations covering foreign investments. Hence, the 
existence of the program reduces the risks on all foreign investments, or at least 
those which have been approved by the foreign government. It should be 
emphasized that the investment guaranty program follows the principle of foreign 
government approval of each investment. The negotiation of bilateral invest- 
ment guaranty agreements with additional countries can, in our opinion be more 
effective than broad investment treaties in establishing the principles of fair 
treatment for foreign investments, both insured and uninsured.”’ 

Additionally, we believe that the program has undoubtedly encouraged many 
American companies to investigate projects and invest in them, when otherwise 
they would have been hesitant to initiate the venture. We know from experience 
that a number of investments, which were originally the subject of guaranty 
applications, were consummated without taking the guaranty contracts. These 
companies, during the process of investigation of the project, getting to know 
the country, its customs, laws, rules, etc., have reached a stage of confidence 
where they were willing to make the investment without paying the cost of the 
guaranties. A number of investors too have felt that the very existence of a 
guaranty program within a country gave them a greater feeling of assurance— 
whether or not they used this form of insurance. Here we accomplish two 
things, the country obtains the new investment, our first concern, and secondly 
the availability of the guaranties give the sense of security to lead the investor 
to consider the project in the first place. 

My second point is the role of the investment guaranty program in the world 
today. Where does the program stand in its relationship to the current problems? 
Does it fill a need? Are its activities pertinent to the economic policy of this 
Government? And does it aid the American business community? 

The last few years have seen a dramatic rise in the interest of Americans in 
foreign investment and there is in all sincerity a conviction on the part of the free 
enterprise community within this country that it has much to offer to the newly 
developing countries. 

In the words of the ‘‘Final Declaration of the 44th National Foreign Trade 
Convention,’? November 18-20, 1957, ‘““Now that there is general knowledge 
throughout the world that these good things are attainable, and that international 
trade and investment do open boundless economic frontiers, it is more than ever 
the responsibility of the world’s leaders to invoke these virtues so as to make 


21862—58—pt. 9——2 








1092 MUTUAL SECURITY ACT OF 1958 


possible the attainment by their peoples of the good things of life through work, 
production, and the time-proven channels of private investments and trade.”’ 

Almost as if in response to this increase in United States interest in expanding 
the role of private enterprise and investment in the economic development of less 
developed areas, the Soviet Union urged expropriation of foreign private invest- 
ment in the recent Afro-Asian meeting in Cairo, characterized in the words of the 
lead and sublead of an article in the New York Times, January 7, 1958, as follows: 
‘‘Moscow Steps up Economic War on Private Investments Abroad” and ‘‘Backs 
Confiscation of Assets of the West in Underdeveloped Lands—Chaos is Declared 
to be Soviet Aim.”’ The text of the article then goes on to explain, ‘‘At the Asian- 
African meeting in Cairo last month, the Soviet Union issued an open declaration 
of war against all Western private investment in the underdeveloped countries. 
By backing confiscation of such existing investment, Moscow obviously hopes to 
block any substantial future private investment in these countries * * * A 
major spread of this pattern would torpedo economic cooperation between the 
major Western nations and the non-Communist underdeveloped countries. In 
resultant chaos and economic hardship, the Soviet Union is apparently confident 
it can make great gains and bring more countries under Communist rule.” 

What is the significance of this Soviet “declaration of war?’ What is its 
connection with the investment guaranty program? 

The Soviet declaration would seem to be addressed to a twofold audience— 
underdeveloped areas and private investors. The former are undoubtedly to 
be provoked into the expropriation of foreign private investment. The Soviet 
Union’s action is hence designed to choke off the potential flow of much needed 
foreign private capital, private technology, personnel, and other assistance, a type 
of assistance that the Soviet Union could not provide—a type of assistance with 
which in the long run the Soviet Union could probably not successfully compete. 

In the investment guaranty program the United States has a positive program 
for encouraging and facilitating private United States investment abroad. The 
program is now 10 years old and its coverage in the less-developed areas is expand- 
ing rapidly. Its investment coverage is sharply increasing—both as to amount 
and type of investment. Now more than ever the investment guaranty program 
has a significant and active role to play. It is a tested instrumentality for reassur- 
ing the two audiences to which the Soviet drive is directed. It assists the govern- 
ments of less developed countries in making their investment climate more attrac- 
tive for United States private investors. The program says, in effect, ‘‘We have 
faith in your desire and ability to develop your economies. We are prepared to 
institute the investment guaranty program in your countries—at your request— 
to help you attract needed capital and technical assistance from private United 
States investors.” 

It says to private United States investors, ‘‘Here is an assurance against loss 
from expropriation and confiscation. You need not be concerned by the Soviet 
campaign. If you would otherwise make the investment we are prepared to 
offer you protection for a nominal fee against this political risk which might deter 
you.’ 

Much as the countries must learn the art of attracting investment, we in turn 
must practice the art of taking risks. We cannot continually expect to have the 
good fortune of the past years, without claims or losses. We believe in and we 
have followed a policy of calculated risk taking. So far, it has been successful. 
We believe that when an American investor is prepared to place his own money 
at risk in 2 project that is sound and in a country that is deserving of new capital, 
we should walk parallel with him. We should not be less willing to take risks 
than he. We cannot offer guaranties only in countries where there are no prob- 
lems in foreign exchange or the political risks 1re nonexistent. Our program is for 
the areas of risk, for countries whose position is occesionally so bad that they are 
no longer bankable, but with new capital and new projects they may earn their 
wiy back. Alw‘ys it would be remembered that our major purpose is to go into 
the areas where the risks of this kind are great. Ours then must be the art of 
ag re cannot take refuge in the more simple and safer tests of the 

anker. 

Today, as he was 10 years ago, the American investor is faced with grave 
problems. New tasks confront us all. It is almost as though the hard work 
were just beginning. New countries have to learn the art of attracting capital. 
We in the investment guaranty program look forward to every good step these 
countries take. It may be the signing of a treaty of friendship and commerce 
with the United States. It may be the writing and issuing of a modern invest- 
ment law. It may be the translation of this investment law into clear and 
understandable regulations. It may be the centralization of a country’s effort 
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into an office designed and commissioned to attract investment. It may be the 
statements of political leaders educating public opinion to the great values to 
their people that new capital and technology may bring—a rise in living stand- 
ards—jobs—opportunities. 

We welcome the development of organized thinking in terms of well-developed 
projects to be brought to the American investment market. We welcome the 
establishment of priorities and the sense of first things first in investment to pro- 
mote sound economic development. To all of these, the investment guaranty 
program contributes where it can. It is glad when experts on investment laws or 
taxation are employed by foreign governments through ICA technical assistance 
to modernize their climate for investment. These things make the paths of 
investors not only easier but in some ceases they open doors which have been 
almost closed. o the extent these things are done, the investment guaranties 
can be used with greater frequency to do more good. 

In conclusion, we look back on the last 10 years as work well done, but again 
only a preparation for a larger job which remains to be done. With the foregoing 
principles in mind, we intend to administer the investment guaranty program 
under broad criteria so that it may be used to the maximum practicable extent 
to encourage and facilitate United States private investment in order to further 
the economic development of friendly countries, even though this may involve 
the issuance of guaranties in many areas where the risks are substantial. We 
trust that this statement reflects the intent of the committee. 


(The statistical exhibits accompanying Mr. Warden’s statement 
are as follows:) 


STATISTICAL Exnuisits ACCOMPANYING STATEMENT OF CHARLES B. WARDEN 


Curer, INVESTMENT GUARANTIES Starr, INTERNATIONAL COOPERATION 
ADMINISTRATION 


Exhibit A: 
Part 1. Countries with which the United States has agreed to institute the 
investment guaranty program. 
Part 2. Yearly development of investment guaranty agreements. 
Exhibit B. Investment guaranties issued through December 31, 1957. 
Exhibit C. Applications in process for investment guaranties and amendments as 
of December 31, 1957. 


Exhibit D. Graphic presentation of pending applications and guaranties issued. 
Exhibit E. Income and expense. 
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Countries participating in the investment guaranty program, 1948-57 
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France 
Germany - 
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Guatemala 
Haiti 
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Portugal _ 
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Turkey 
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Vietnam 
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June 
July 
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Sept. 
June 
Nov. 
Feb. 
Feb. 
June 
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June 
Dee. 
July 

Mar. 
Apr. 

June 
Sept. 
Sept. 
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Aug. 
June 
Mar. 
Sept. 
July 

July 

July 

May 
Oct. 

Mar. 
Feb. 
Sept. 
Sept. 
Sept. 
July 

July 

Nov. 


Date of agreement 


9, 1957 
2, 1948 


23, 1955 
25, 1952 
18, 1955 
25, 1955 

4, 1957 
29, 1948 
29, 1955 
28, 1948 
15, 1949 


2, 1948 | 


23, 1955 
2, 1953 
10, 1955 
19, 1957 
21, 1957 
5, 1955 
8, 1952 
28, 1948 
8, 1954 
24, 1956 
3, 1948 
2, 1948 
3, 1948 
26, 1955 
28, 1955 
16, 1955 
19, 1952 


28, 1948 | 
26, 1953 | 


1, 1954 
4, 1948 
6, 1948 
5, 1957 
8, 1952 
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Feb. 
May 


Sept. 


June 
Feb. 
Feb. 
Aug. 


Mar, 


July 
Apr. 
Apr. 


Mar, 


Apr. 
June 


Sept. 


Oct. 
Aug 
Dec. 


Mar. 
Sept. 


Dec. 
Oct. 
Apr. 
May 
Oct. 


Feb. 
May 


Sept. 
Sept. 


Jan, 


9, 
16, 
12, 
23, 
25, 


25, 


4, 
8, 
29, 
22, 
27, 
2, 
10, 
21, 
5, 
8, 
28, 
8, 
24, 
7, 
7, 
1, 
26, 
28, 


19, 
25, 
26, 

1, 
15, 


Convertibility; Expropriation 


1957 
1952 
1952 
1955 
1952 


1955 
1957 
1952 
1955 


1952 | 


1951 
1952 
1955 
1953 
1955 


1957 
1955 
1952 
1951 
1954 
1956 
1956 
1952 
1952 
1955 
1955 


1952 
1953 
1953 
1954 
1957 


War risk 


June 9, 1957 





Nov. 5, 1957 





Legislative authority: 1948—(ECA) convertibility; 1950—(ECA) expropriation; 1956—(MSA) War risk 
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Exursit A, Pr. 2 


Yearly development of investment guaranty agreements 
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Convertibility 


Afghanistan. 


| Cuba, 


India. 
Tran. 
Vietnam. 


Jordan, 


Bolivia. 
Colombia. 
Costa Rica, 
Ecuador. 
Guatemala. 
Honduras. 
Ireland. 
Pakistan. 
Paraguay. 
Peru. 
Japan, 
Thailand. 
Haiti. 
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China (Formosa). 
Israel, 
Philippines, 
Yugoslavia. 


Germany. 
Austria. 
Belgium. 
Denmark. 
France. 
Greece. 

Italy. 
Luxembourg. 
Netherlands, 
Norway. 
Portugal. 
Turkey. 
United Kingdom, 





Expropriation War risk 


Afghanistan. 
Cuba. 

Iran, 
Turkey. 
Vietnam. 


Afghanistan. 
China (Formosa), 
Israel. 

Italy. 
Thailand. 
Vietnam. 
Jordan. 

Luxembourg. 

Bolivia. 

Costa Rica. 

Ecuador. 

Guatemala, 

Honduras. 

Ireland. 

Pakistan, 

Paraguay. 


Japan, 
Thailand. 
Haiti. 
Portugal. 
Spain. 
Austria. 
Belgium. 
China (Formosa). 
Denmark. 
France. 
Greece. 
Israel. 
Netherlands. 
Norway. 
Philippines. 
Yugoslavia. 
Germany. 
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Exarsit B 


Investment guaranties issued through Dec. $1, 1957 


Investor 





Austria: 
Mobil Overseas Oil Co., Inc 
Syntron Co 


Total 


Belgium: Smith-Corona, Inc---._.....-...-- 
China (Formosa): 
Von Kohorn International Corp--.____. 
Westinghouse Electric International Co- 


Denmark: Ray-o-Vac International, Inc_._- 


France: 
Armstrong Paint & Varnish Works... 
Godfrey L. Cabot, Inc 

Se ee ae 
Clark Equipment Co 


Concrete Chemicals Co.__.__- 
Corhart Refractories Co., Inc 
SR ttn cnapadsineucndeestie 
BOT CORRE COD soo ee cccncvccxunceus 
Ellicott Machine Corp 
Ford ae Co 


Do 

Fruehauf Trailer Co__- 
Harshaw Chemical Co.................. 
Heyden Chemical Corp 
Hohenstein, Walter P 
Houdry Process MII ns csaaiciniscnnsthibeniosaratel 
International Water Corp. ‘ 
Koppers Co_...- 

Lincoln Electric Co.- 
Marmon-Herrington Rec eS 
Morrison-Knudsen Co., Inc.........-.-- 
National Fastener Corp.....---- 
eS 2 eee 
Singer Manufacturing re 
— Oil ayes Co 


Yoder Co 


Germany: 
Godfrey L. Cabot, Inc 
Clevite Corp_...._-.__-_.- 
Firestone Tire & Rubber Co 
ry Motor Co 
ih san ik sepia sspears ls de 
Gardner-Denver Co 
Harris Seybold. ............-.-.-.....-. 
E. F. Houghton & Co 
Johns-Mansville Co_............-..--.-- 
Marchant Calculators, Inc 
National Aluminate Corp__.........-.-- 
en Chemical Corp 


Rc sileaniehiasonsbanapc 
Oppenheimer Casing Co 
Otis Elevator Co 


Perkin-Elmer Corp.............-..----- 
Raytheon Manufacturing Co 
J. 7 ee Co 


See footnotes at end of table, p. 1098. 

















Product Converti- Expropria- 
bility tion 
Oil distribution............--- $1, 000, 000 $1, 000, 000 
Vibratory equipment......... CRE leiciccdetcbliinnen 
saben Madbapestetillante mipsiieaitpdatthad tit lieitaaiiae 1, 030, 000 1, 000, 000 
ND Jaicniticnicinnecin 72, 000 60, 000 
Rayon manufacturing plant--. 1, 059, 242 959, 242 
Electric generating equipment- 2, 140, 320 1, 881, 600 
phdindihtmantinvdiep pi ibanautichusaad 3, 199, 562 2, 840, 842 
Leakproof batteries. .........- ee 
Paints and varnish-...........- I Be tone 
Cerne Dlaek. = .............. 8, 830, 000 2, 215, 000 
atiaatiad do bis cianttledidbinctenaretiaia igaltabethinis 2, 215, 000 
Materials “handling equip- ME Ee scttacdacdaeae 
ment. 
Concrete admixes_.._......... icles eh a 
eee SE fs iathcnccbiasieiw 
Automotive parts. ............ I iii crscndcesinip iced 
iii cca canieseoai GS ED Aevncdéscccceces 
| hE ae 74, 346 37, 173 
‘True S00 Cats... ............ i BOE Reeatccncs 
NI on a. oransl titans Ba basta aches bance 713, 875 
ern engineering... _- Sf ae 
da ella eenias EE Enctakacirianws 
Track RN oo. roe a SE Ri cdcuwansamans 
Ceramic colors................ 200, 000 100, 000 
PRS dctsecccdconend EE Bivctmonnnicanne 
i ree aes 
Petroleum refining... -........- DRE bo cnccanonaeewe 
Li 0 ee ae ED leiideuncndihacte 
Styrene monomer. .---_....._-- Ce lo cnchncacocs 
Welding materials___.........- RiGee eee fa 5<2050. aegis 
Transportation vehicles ----__- 54, 860 27, 430 
Construction engineering--.-._- RE ocaaseecenan. 
eS oo | ea ee 
Agricultural fungicides_....__._ WE Sitscictindnnasn 
Sewing machines..---........- WE Sn cicnncianade 
Oil - ead snctine amanda OS, 
sees ancient nn niiciesiepnitein ate toopinegllane BREE Psa xccccceenos 
idstalworking machinery. . --- SS I cd Sse cactaancvecnss 
te eateiaatpaiug nici aednbinincetadglledictonstata detain 16, 891, 750 5, 308, 478 
CORR TONES oc scancccnnswinn 1, 000, 000 ; 
Electronic products-_........-- 312, 669 312, 668 
Tires and tubes---...__....--- 1, 841, 700 1, 052, 400 
T —_ and automobiles.......|_...........- 8, 314, 863 
sia ad lca aad tin baa top aiden heen die elicas en coal sade) 9, 593, 062 
Mine « car loaders............-.- BLOOD foscccdcndens 
is og. ners 355, 105 177, 552 
Chemicals and lubricants. - --- TN Ee aesiccnccnielawa a 
DR bie sdrtwbtakaedcn 350, 000 |....__-- scetii 
Business machines. -____------ 95, 120 95, 120 
Water-treating chemicals-____- 1, 298, 000 50, 
Power-actuated tools. .......-- 5 6} ee 
SOIR ities Saati Ra dicicesy 276, 399 
Animal sausage casings...-- oe "126, 949 116, 546 
Elevators and elevator equip- |__--- af 5 250, 831 
ment. 
High precision instruments... 548, 230 274, 115 
Radar and sonar equipment-.- _ ) ee 
Optical equipment---__....._-. TD Bencencentas ‘ 
Tool manufacturing. ._-.......|......-_..-- . 10, 000 
Manufacture of space heaters. 100, 000 50, 000 
Metal cutting tools_.........-- 2, 892, 204 2, 892, 204 
ie chs ida dhe thegsl ae tndaipclial seeiboseSancai 10, 288, 978 23, 465, 760 
=——S.S|«s_ —_—_—_—_——_—_— 
Barite mining.-_............-- 594, 700 595, 000 





noir 


HASH 


_ 
: 


» 


(& as SS 


ISsisizss 


MUTUAL SECURITY ACT OF 1958 


Exurisit B—Continued 


1097 


Investment guaranties issued through Dec. 31, 1957—-Continued 


Investor 


Guatemala: 
OES CG. BE oan sockineccceoncunmen 
Oliver Farmen 


Total. 





Product 


Logging operation 
Timber operation. -.-.........- 
Logging operation 


Italy: 
American Home Products Corp 
Do. 
Do. 
Be Sosa ams aa ate ae aie 
Associated Seed Growers, Inc 
ee Baxter... _.- eee 
Caltex Oil Products Co__--------------- 
Houdry Process Corp-. ‘eeeneae 
E. F. Houghton & Gia wisisaceeece eRe 
Mobil Overseas Oil Co., Inc 
lg a EE eR sce rade 
National Aluminate Corp 
National Bisouit Co. .....<......2....<.. 
Olin Mathieson Chemical Co. 
Otis Elevator Co 


IE BI os eiectoscseensase anes 
Raytheon Manufacturing Co 


Standard Oil Co (New Jersey)-..-.------| 


Syntron Co 


Westinghouse Air Brake Co..__-...-.-.-- 
Total 


Japan: Dow Chemical International, Ltd_-_- 


Jordan: 
kB ee ee 
BOO MUNS Te TANUE  acsniincckecdeee 


eink cnudietautsdambanacateygeenaan 
The Netherlands: 
DT ST a 65 a dennnnesecceuase 
American Home Products oee. 
Dow Chemical Co__.....-- 
I rs 8 re Oe De cect 
FO Gia II. se thas csiciscninicitinice anbstseiie 
ase 7 we Tap & Die 
o.1L 
H.H. Sonnenberg-- 
Louis B. Stahl___- 
Kresno-Stamm Manufacturing Co.- 
Sparkler International, Ltd.__.....-.--- 
Tokheim Oil Tank & Pump Co-------. 


Total_- 
Pakistan: 


General Mills__.__...---- 
Do--.. . 


BWellacces 4 


Peru: 
General Foods Corp -- 
Do_. 
Kellog Credit © orp. 


Bans aieanaieucaes 
Philippines: 
Rheem Manufacturing Co 
The B. F. Goodrich Co. 
eee 


Total. 


Thailand: Harry F. R. Dolan 


See footnotes at end of table, p. 1098. 





Seed cultivation _.__- 
Intravenous solutions 
|. ee er ee 
Petroleum refining. __.......-- 
Chemicals and lubricants 
Oil refinery 
CU Ne os cece ecnesa 
Boiler compounds.-----......-- 
Biscuits and crackers_..--- 
Industrial chemicals. - 


| Elevators and elevator equip- 


ment. 
pe 
Electronic tubes...........-...- 
CE cava nctcsaecencess 
Vibratory handling equip- 
ment. 
Railroad equipment-.--_--- 


Oil exploration _...........-.--- 
Petroleum exploration ‘equip- 
ment. 


Oil heater regulators 
Pharmaceuticals 
CN la enacednmenninianenedl 
WR il ral cc ocemuaah 
Castor oil derivatives 
TWIG GE actincctccnceuecest 
Machine tools..............-.. 
Venetian blinds-_.............- 
Chemical finishes 
OR I yciiciinciecchlitisnntisnn 
Industrial filters..............- 
Oil tanks and pumps..__.._._- 





Food processing 
Mec i scess cabal 
Telephone service...........-- 


DENS Geek cncnichecodeinwe 
Tires and tubes 

















Converti- Expropria- 
bility tion 
$177, $177, 

poaioene 325, 000 

70, 000 70, 000 

247, 000 cE at3, 000 000 

1, 082, 350 640, 572 

475, 000 300, 000 

480, 000 240, 000 

1, 152, 000 576, 000 

87, 500 150, 000 

29, 190 29, 190 

Gee Btbasncnes 

ites eee ck 

ee aca nsieteceaiee diner 

5, 600, 000 2, 800, 000 

7, 234, 000 3, 617, 000 

1, 331, 000 271, 000 

EE cdinnctrn nents isis 

11, 051, 800 4, 275, 900 

PE i tennis ain 

ps eel Bare 

GEO Bnomitaceceskaa 

4 8 fe 

i, RE ac 

GR ice npniedbase 

49, 270, 140 12, 899, 662 662 

~ 1,372,000 | ‘1,372, 000 


























Silas 6, 000, 000 
asnieatbibasivetaiel 1, 250, 000 
aon eanaedill 7, 250, 000 
75, 000 50, 000 

210, 000 105, 000 

2, 640, 000 1, 320, 000 
29, 750 17, 000 

16, 085 19, 800 

52, 512 26, 256 

1, 170, 000 585, 000 
SIEGE, beovneaecasscnas 

aa cae eeeatel 50, 000 
GO, 60D. 6... ciceripinimcision 

Nh AE anit ona 

350, 000 200, 000 

4, 824, 835 2, 373, 056 
480, 000 240, 000 
TEBE |. ctsncemnstatn 

555, 000 240, 000 

a oe ee 

74, 000 aah : 

9 2 Oe bene ken 
ae 
200, 000 250, 000 

2, 292, 000 1, 992, 000 

5, SOR GES |... ..ncncesenn 

3, 692, 000 2, 242, 000 
99, 400 150, 000 
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Investor Product Converti- Expropria- 
bility tion 
| 
Turkey: 

Bank of America__-_- Hotel furnishings........___-- ee ee 

Federal Motor Truck Co | Trucks and vehicle parts_- REE bts aecwtewnee 

Goodyear International Corp- | Retreading tires and rubber | 40, 00C oan 
| products, 

Marshall Oi] & Chemicals Co.!__- | Waste oil refinery - : BONO to nc eka ce 

Pharmaceuticals _ - -. 96, 863 


Olin Mathieson Chemical Corp-- 
i . 


Total 


United Kingdom: 
Barber-Green Co_- oe 
Brown & Sharpe Manufacturing Co_. 
Do.. 
Godfrey L. Cabot, Inc_- 
Chicago Molded Products Corp 
Cone Automatic Machine Co- 
e..-: 
Cooper Alloy Foundry Co 
Dictaphone Corp- 
Euclid Road Machinery Co 
General Time Instrument Corp--.-.--- 
Jacobs Manufacturing Co--- 
Knott Hotels Corp - 
Ch sno 
Kraft Foods___- 
Do 
Lapointe Machine Tool Co_____...._--- 
Leeds & Northrup Co-_-_-..-- 


Metallizing Engineering Co., Inc... -- : 
McGraw-Hill International Corp 
Mine Safety Appliance Co : 
Minneapolis-Honeywell Regulator Co.. 
Parke, Davis & Co__. 
Pocket Books, Inc_. a 
Preferred Utilities Manufacturing Co-__- 
S, F. Appliances_. 

E. R. Squibb & Sons-_-_-__-- 
Standard Brands, ine... 
The Haloid Co.!__ 
Universal Oil Products. = 


TE etek tie ooo 


Grand total__. 


Grand total, 
propriation. 


convertibility and ex- 





1 Issued since Sept. 30, 1957. 





| Stainless steel valves _- 
Dictaphones- 


| Publishing _- 
PMOE PENIB, 5 ooo en ce esn ee | 


gl i ata sii 


Construction machinery 
Machine tools------ 


do- 
Carbon black-.__.- 
Plastics. _- 


Automatic screw machines 
Machine tools and spare parts- 


Farthmoving equipment__ 


_.| Clocks and watches. 


Drill chucks- -- _ 
Hotel ee satan 


Machine tools 
Control 

ments. 
Metal spray equipment 


measuring 


instru- 


Regulating instruments. _-_.__. 
Pharmaceuticals-............- 
Publishing -- 
Oil burners 


Home appliances_..........__- 


Pharmaceuticals-_-...-........- 

Soluble coffee... ..............- 

Photocopying. -__....-..--..-..- 

Catalyst for petroleum refin- 
ing. 


1, 400, 000 
1 400, 000 
2, 025, 000 | 
70, 000 
262, 500 
1, 675, 000 
153, 500 
350, 000 
857, 500 

| 1, 000, 000 
650, 350 


1, 379, 5 


392, 000 
103, 750 





2, 711, 450 | 





1, 436, 100 | 
1, 300, 000 |_- 
14 | 


| - esececae 











i, | 
2 187, 


~ $60, 368, 798 


496, 484 


# While this total represents all guaranties issued since the beginning of the investment guaranty program 


jn 1948, as of the current reporting date the maximum outstanding liability is $151,915,577. 


Prepared quarterly by the Investment Guaranties Staff, International Cooperation Administration, 
Washington, D. C. 
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| 
Country and product | Converti- Expropria- War risk Total 
| bility tion 
Afghanistan: Airline operation. ._....___- is $400, 000 $200, 000 $180, 000 $780, 000 
: Austria: -| 
Petroleum refining. ._.._..._._- SID Bosine we serneinn ote 300, 000 
Cee INO. cncnvascanenb aca 1, 210, 000 | 1, 000, 000 900, 000 3, 110, 000 
Total. ... cuckeaheeiaaais - | 1, 510, 00 | 1, 000, 000 900, 000 3, 410, 000 
- Bolivia: a. ; ee ee Mae = i emt 
Petroleum exploration...........- ail 2) ee ee (‘) 
= Gold mining_ _- | eee 4, 000, 000 4 CUO GRP fn... sn cteee 8, 000, 000 
Forestry products-- He a | 3, 500, 000 ,s 3 yy ee cetetice es 7, 000, 000 
Hydrocarbons_-_-.__- elt eee ot 6, 000, 000 @ GORGE fo vsstbecdesccs 12, 000, 000 
Pes nn : a (‘) () SS ck oeen Sede (1) 
Ua ees core ic Seinen ioarencecspianirnianeeteanal 13, 500,000 | _ 13, 500, 000 | 2 aA 27, 000, 000 
China (Formosa): = rt . re = = tls ae 
Airline operation........._- he inane 5, 700, 000 | 5, 700, 000 | 5, 130, 000 16, 530, 000 
Dairy processing. .......... pes 435, 000 435,000 |_...-- Threeall 870, 000 
Pharmaceuticals__..._...____- 2 175, 000 150,000 | 149, 500 474, 500 
Construction projects ie onssanceuecuaah | 2, 000, 000 1, 800, 000 3, 800, 000 
Rayon manufacturing plant_-..........._--| 550,000 | 550,000 | 495, 000 | 1, 595, 000 
_ — ———————$ 1 ee —_ 
a Tn ee } 6 860, 000 8, 835 “000, 7, 574, 500 23, 269, 500 
\i—— j= — — eS Se 
_ Colombia: | 
ans Pencils__- . Be ae = ‘ | 500, 000 Sd. oe tee . iat 500, 000 
ae Calcium carbide ple NOG Siisese ce: ab ase 874, 000 ‘ : acid ee 874, 000 
“a Office building cand aceaedbeclieaas 5 icin 325, 000 |...-... : aa 325, 000 
Paint and chemicals_...._- tae oat 1, 243, 000 | ill 1, 243, 000 
Pulp and paper sea oe | ES Encicnivnutnaomel ees 8, 000, 000 
a Metal ores and alloys_..._- aateaiinaaiaieo RE Racansistunatnetonmidtel ; saree 63, 200 
aw Metal ores and alloys....__--- taal RE Dicieeien Sate doardiianenaaee 32, 400 
seo Airline operation.___- ste 7 4, 345, 893 | ot dies scandal 4, 3485, 893 
ie ON ee ou) sw ak:heitin ceded ge A aoe , 15, 383, 493 
ae Costa Rica: | = == === | —————————S —>—=—=_[—[—[—[—[_—===== 
PNG sit sn and ateanteaiee id 3 Baten linaandnee ad 27, 750 
— Cement and paper products. Gieaeee 7 4, 500, 000 A | eee 15, 000, 000 
»2@ ae © = tenia i 
is PME, ak: ncconithendsmutdtndachael’ <3 ee 000 7 , 527, 75 snemaaneaian 15, 027, 750 
— | = i — = — — ——— | ———————————— 
saadt Denmark: Dairy processing--.........-.------.| 800, 000 800,000 |. . 1 600, 000 
oe Sinenar- a / SSS S| SSS SSS SSS 
= Plastics _ - seiehs deel cece Aiea le ae knee ane | 20, 0000 10, 000 
798 Paint and chemicals........--------- Sis 256, 000 SOON Newsnsnceek eae 512, 000 
sees 266, 000 26, 000 | .....------- | 532, 000 
F ran ce: —_—— —— ——_—_—_——_——_—__——— | ————————————$=$=$_=—— 
— Carbon black... pedo itnim uae 600, 000 600, 000 |_...-- wri 1, 200, 000 
Petroleum explors ie tea anne atts | (1) stein ; (!) 
am Plastics a = TUL tkcaadsionenelin cancer ees 70, 000 
Cs era a ten | 228, 000 sith iin dlls itt - 228, 000 
Petroleum e xploré SD... cisitiniidtiein ce ee sical 9, 275, 000 |_... a P 9, 275, 000 
on, Automobiles ib ohn bawighadedantaaknawine : SRI Bs wasininsharn Suan eeanen ws 3, 800, 000 
WOniait @<GMIOUNOUS.. 2.55 ccccccccccccccccuce 550, 000 | ai sa ane eae 550, 000 
Machine m aeeNetS, ‘ek 4, 184, 000 | 4, 184, 000 |__- 8, 368, 000 
Bauxite mining and aluminum production. 65, 000,000 | 65, 000, 000 58, 500, 000 | 188, 500, 000 
Manufacture of lighters.............-- 400, 000 400, 000 |... Se 800, 000 
De WEGIUG 6h dena cnundéscnrdwadinaseie “< (') 0) ‘naniipdighva cisplatin (1) 
ee eee eee 74, 832, 000 79, 459, 000 | 58, 500, 000 | 212, 791, 000 
Germany: ——_—_—_— = = —————<——— =| —= —— — —————— 
Plastics FIRE TION DME Be eee EE = > = ae erat 70, 000 
Sealing compounds. ceili ete ee 200, 000 }_____- - | 200, 000 
Automobiles icaccs nie eeeinian tamicnadce Seale Bcc | 9,850,000} 8,865,000 | 18,715,000 
Hotel operation sce couch delle daamis ca cabecita Decal 960, 000 960, 000 |__.._-- aa 1, 920, 000 
Patient lifts cisiosahcaini mveainahessone 10, 000 | MWC oncosecel 20, 000 
TS WEIN... «so dis data dadtimakaeaiaduie 50, 000 | 50, 000 |_- eae 100, 000 
Dairy products sts inicio cin alia 3, 500, 000 | Se OE ncnectcecdsnad 7, 000, 000 
Do suadrvcinna eyliaiiscabeaa uiacenaiartes nnivaiea mat aa 382, 000 I ica Sc 573, 000 
FN aces od ieee ctbaiidiid aie adie’ | 137, 000 | 137, 000 | a eee 274, 000 
BBL «ch > Ss oniancaatadacee aa ae 546, 000 | 273, 000 |__- a oral 819, 000 
ees DHONI, ni. ccs cecadacednankacssunben | 13, 000, 000 6, 500, 000 5, 500, 000 | 25, 000, 000 
EINE «su: b:0it ic avdestiaitineaieiainiidgmemaieen aaa 18, 855,000 | 21,471,000 | 14, 365 , 000 | 54, 691, 000 
a —"Co SSS. oEoO—>E Ss SS 
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Country and product Converti- Expropria- War risk Total 
bility tion 
Greece: 
a a Re = oie eee cae panetakerd $14, 700, 000 
Asbestos ision ee eRe ee eee 10, 000, 000 SD Bonccownnnneses 18, 350, 000 
Manufacture of yardgoods___.__....._...__- 74, 400 anon 148, 800 
cid Atle eo acuncbabessucsbwewaducde 425, 000 PWNS: oc acduetweaen 850, 000 
Na si hac Bde taecnnsieiplaiseDinivinaressesnate sideaness 25, 199, 400 COO hss ac ee 34, 048, 800 
Guatemala: E i 
Se IR ood | ie eecacanume ce dinns 2, 000, 000 TE Eeencuccasantas 4, 000, 000 
a ee 312, 000 312, 000 Gama 624, 000 
Pc Ree rae aS Rd 2, 312, 000 2, 312, 000 4, 624, 000 
es eer Me oo cs nce nen cnnee 1, 000, 000 4, 000, 000 sssisitslicien iit % 5, 000, 000 
India: m ee ee PPE 
Medical and household products_......__-- 756, 000 
Elevator equipment._...................... 400, 060 
Loans to smal! business..........-.---_---. 500, 000 
I cl to ote Loe 1, 656, 000 
Iran: Hotel operation.........-.-.-.--.-------- 9,960,000} 9,976,218|... ae 936, 218 
Ireland: Manufacture of carpets...........--.. 598, 000 294,000 | $291, 060 1, 183, 060 
Israel: " -s 
Ea ee ee ae ie ae 15, 000, 000 |__. comes wsa dees 15, 000, 000 
Bemuer HUCRNEM. 22-2. so 5 2s wc cone 700, 000 Y 700, 000 1, 400, 000 
I ec iit I eee 15, 700, 000 700, 000 16, 400, 000 
Italy: I pe - 7 ae 
I oO oes mb mmoiendeleaoae ; 440, 000 440, 000 
Seed breeding-_-____- e 420, 000 420, 000 Seiad 840, 000 
Plastic products. 70,000 |_...-- ; | 70, 000 
Plastics _-___- pata nih itccun iets enti meaentete 500, 000 500, 000 | ol 1, 000, 000 
Pharmaceuticals._._-----.----------------- 2, 000, 000 2 4 pS eee 4, 000, 000 
Hotel management..___........-- 1, 750, 000 | 875, 000 2, 625, 000 
Petroleum refining. ................-__---- 155, 000 | . 145, 000 
RN a Se ee wine cll 11, 200, 000 BRIGG Bannan cecnenne 22, 400, 000 
Agricultural fungicides___._______-.-----_- 600, 000 ei 600, 000 
Manufacture of bookbinding ‘machinery sg 67, 200 Oe ha bbs ddtisnanah 134, 400 
Color-film manufacture__........._..-____- 3, 960, 000 2, 230, 000 | 6, 190, 000 
acs ne ess anise he ates wicciamannak ae 300, 000 150, 000 | 450, 000 
UL. Scmckcnbacecucduneseccsunccsesdbes 21, 022, 200 30, ‘442, 200 440, 000 38, 904, 400 
Japan: ae ee oe a a ie nw TL 
Industrial chemicals_..._- . 1, 688, 000 SE ccinnnnmawnnwe 1, 846, 000 
Watch manufacture.__- 1, 265, 000 | TE cpiinndanadl 1, 530, 000 
Hotel operation. _......_.....-.__-____ 750, 000 750, NE aie cee ae 1, 500, 000 
Scientific equipment-.-_._...-.......--.----- 125, 000 Ne acct renscniineiaiiees 175, 000 
SID ssa icth ns tadetineieia tnd sapvatc Pos ecend ih a cde wn siwiv ibe 3, 828, 000 bP Ne Sa cctnccaecens 5, 051, 000 
Jordan: a, =a 
Oil exploration__............-......---.--- 300, 000 300, 000 148, 500 748, 500 
Bichon Sed nodule adbdenSatnnsied Z : shueamnniiedl 675, 000 675, 000 
: ES ada ictcrresiihncinis Wciiaininumntiic 300, 000 300, 000 823, 500 1, 423, 500 
Netherlands: Machine tools..........---------- 624, 000 312, 000 308,880} 1, 244, |, 244, 880 
Pakistan: Pharmaceuticals. ..-- om 300, 000. 150, 000 450, 000 000 
Paraguay: / . = 
Coffee plantation_..................------- 40, 000 
Dairy prognets.............................. 900, 000 
os cheer salic vies aajees ws ssnethingt bondiagigth tp nism toa 940, 000 
Peru: 
Confectionery products 1, 800, 000 
CS SSS ee 5, 500, 000 
TIE nico cccadinacdcommannus 1, 423, 500 
ela arn an mesinecoimaanieiaeilionean 8, 723, 500 
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Country and product Converti- Expropria- War risk Total 
ti 
Philippines: 
I osc nnccccasedescusoecuse $4, 500, 000 
Intravenous solutions 40, 000 
Dairy products. .............. 1, 200, 000 
Metal ores and alloys 975, 000 
Metal containers- ----._- 505, 000 
i aitdsacickctcsdideseecdeneeneaae 7, 220, 000 
Spain: 
se oS es nn ccainaoeene 200, 000 
Industrial chemicals_...................--.. 122, 400 
Telephone equipment .._._...........-.---. 3, 000, 000 
Water treatment compounds-........-..... 832, 500 
yl a 1, 687, 500 
pe a rae eee 840, 000 
ES din cnicucancmcnsacastnndudecwadeedl 6, 682, 400 
SSSS—SS=s—' 
Thailand: Dairy products...............--.... 2, 200, 000 
Turkey: 
Py a a ee ee 1, 000, 000 
ET SUN «0 wuinunitinuptreadummsacsaial 20, 000, 000 
= anufacture, tires and tubes. ......-.....-.- 2, 067, 500 
Lamp manufacturing. .............--.--.-.-- 120, 000 
SD NINN ic Gos cikicncicnceseciininetniesiriasiel 632, 000 
SE  tidicctkinncactuce ptnaPenmawaithded 1, 500, 000 
Oil refinery .-..-.-.-- 58, 000, 000 
Petroleum exploration... Jessen dietsseeshdinsnlinaneast 5, 260, 000 
Discddh nditicnniswnnd sndactibnentaehiemmcaaen 8, 360, 000 
is tet ledinnsnndatinuoniencsamie 96, 939, 500 
United Kingdom: = 
Machine tools. 1, 500, 000 
Food canning products... bisiaisinth eapnibiiainasladiaed 550, 000 
ld ee re. 20, 000, 000 
Mannfacture of paint................-.-... 36, 600 
BRET ENG siti onda naccconasentacsetane 7, 000 
Food processing... .........-- 562, 500 
Do. spdae aihceieoendcaididdbi.’sc abies hens dhiaiabis tea 625, 000 
Electronic machinery hiakis calcein e teed 500, 000 
ON tile eat acixdtletincdédosauunsaiente DE OER BI Bio esi ndncnl bennsanaamiel 24, 461, 100 
————— = } —— \—<— = = 
SE Wiis conincsntdudsnnsdgcedinukechas 313, 973, 593 | 211, 851,068 | 105, 748, 440 631, 573, 101 
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Exuisit E 
Income and expense 
Income: 
Fees collected, beginning of program through Dee. 31, 1957__.__ $2, 279, 324 
Fees collected, 12 months ending Dee. 31, 1957_...._-----_-- 564, 659 
Fees collected, previous 12-month period -_----------- PE dS 344, 468 
FAO UF LIU: Oa, ROU) on one dc iets cnecace ees iugeaee None 


Expense: 
Operating costs—current annual rate: 


BO ets Dit ee triahi iy Saeed Juin sew ~ aie ZN Sees 1 100, 000 
Export-Import Bank___- a ey ali 


ilies And. oo otk swe DOR a, ee 112, 000 


1 Includes (a) salaries of guaranty staff, (6) estimated salaries for legal and accounting support, and 
(c) $25,000 overhead allowance. 


2 Estimated Export-Import Bank service charges based on time plus overhead factor. 


Administrative costs are about 20 percent of last year’s fee income. The 
previous year they were about 25 percent. It is estimated that these costs will 
come down to about 15 percent of income when $200 million of contracts are in 
force and to about 10 percent when $300 million are in force. 

Acting Chairman Morean. Thank you, Mr. Warden. 

Mr. Vorys, any questions? 

Mr. Vorys. Yes, Mr. Chairman. 

Mr. Warden, I counted in your statistical exhibit, there are 37 
countries with which we now have guaranéy agreements? 

Mr. Warpven. That is correct, sir. 

Mr. Vorys. Isn’t that more than we had last year? 

Mr. WarpeEN. Yes. There are 5 new countries and in addition we 
developed 5 more amendments. Altogether we now have agreements 
with 37 countries, and in addition 17 amendments to add either the 
expropriation or war-risk coverage. We think probably another 8 or 
10 countries will be brought into the program very shortly. 

Mr. Vorys. I understand there is a change proposed in the law with 
reference to the administration of guaranties. Is it going to be done 
under the development bank or stay in ICA, or how is that going to be? 

Mr. Warpen. Well, there is a change in the language of the legisla- 
tion. Now, no one has talked to me specifically about this or to my 
immediate superiors that I know of and from what I have been able 
to gather, all this will do is, it will give the flexibility to the Director 
of ICA, to either keep the guaranties’ function where it now is, or put 
it elsewhere, if it seems appropriate. 

Now, the Development Loan Fund has—they have other things 
to do at the present time, and I don’t think there is anything that is 
very seriously contemplated at the moment for a change. As I 
understand it, no further consideration has recently been given to the 
transfer of this function to the Export-Import Bank. 

Mr. Vorys. This chart here shows a tremendous number of pending 
applications. It is up during the years you have been in charge of it 
and that has been encouraging to me. But I wonder if there would 
be an immediate and intermediate point where you could express in 
amounts or on a chart of where you have entered a commitment to 
issue a guaranty, if, as and when the deal goes through. As I under- 
stand it, you talk about a 2-year lapse. Does that mean a lapse 
between the application for a guaranty and its approval? 

Mr. Warpen. And the final point in processing. 
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Here is the way that works out. We use something like a country- 
bank style, since there are only 9 of us in the office. A company will 
come in to us. It will explain the proposition and the investor will 
file an application. We have the forms which he fills out. At that 
time we usually will write out for him a waiver telling him that the 
clock has been stopped on his application and that he is on record 
with us and that he can reasonably count on the guaranty from that 
point on, if there is no material change in his proposal. He has a 
letter of waiver from us. 

Mr. Vorys. A letter of intent, I think they call it. 

Mr. Warpen. Practically so. 

Mr. Vorys. What is the volume of the letters of intent compared 
to the $622 million? 

Mr. Warpen.These are all under waiver. 

Mr. Vorys. Then, haven’t you exceeded your authorization? 

Mr. WaRDEN. Yes, sir, it may appear so but on the other hand not 
all the applications materialize into actual investment. 

Mr. Vorys. I don’t believe it was intended by the executive to 
extend the authorization but sometimes in the past we have extended 
it whether it was proposed or not. It seems to me you may need a 
little more elbow room there if things go good. 

Mr. WarprEN. We may need more elbow room next year but we 
have been living with thi# for some while and we know there is at- 
trition in that figure and replacement of applications, and we think 
that in case they used up all our money, we have enough techniques 
to hold the line until we can come back to you. We do not at this time 
wish to ask you for any money. We don’t need it at the moment, sir. 

Mr. Futon. Do you feel all right? 

Mr. Warpen. We make money for the Government, we don’t 
ask for money. We have an unusual operation. 

Mr. Vorys. I am glad to see the progress, but I am like Oliver 
Twist, always asking for more, and having sort of drafted the very 
first provision and participated in a lot of the changes, I am hoping 
that this thing will catch on some day and we will see this operation 
under private enterprise guaranteed by Government expand to where 
it ought to be. 

Thank you very much. 

Acting Chairman Morean. Mr. Warden, 2 years ago, the war risk 
authority was added. What effect does it have on your program? 

Mr. Warpen. It has been a strange thing. We had somewhere 
around 8 or 9 applications immediately, for about $110 million, and 
then they filed the applications and let them rest. We are winding 
one up in Italy, and for some reason or other either the authority 
isn’t broad enough or else the investor community hasn’t caught up 
with the idea, but they are not digging into it as rapidly as I thought 
they would. 

Mr. Vorys. What does that amount to? 

Mr. WarpeEn. It is less than a million dollars. 

Mr. Vorys. You have one table that shows where the applications 
are. 

Mr. WarpeEN. Taiwan, Israel, Afghanistan and some of the others. 

Acting Chairman Morean. Mr. Carnahan. 

Mr. Carnanan. Mr. Warden, do you have a sizable amount of 
applications that have been denied? 
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Mr. WarpeNn. The number of applications during the year that 
are denied probably are not more than a handful and usually it is 
because they don’t meet the technical test. If an investor will bring 
in a sound proposal that will stimulate development or trade, he is 
going to get his guaranty from us. 

Mr. CarnaHAN. How long do you leave them with a valid letter of 
intent or the promise to complete the application when presentation 
is completed? 

Mr. WarpeENn. Probably a little bit too long. However, I don’t 
know what you can do about it, sir. It is his money and he is going 
to spend his money and give us the money when he feels like it and 
we have often threatened to close the gate and then they come in and 
plead and plead. 

After all, our job is to get investment out. It is not to write con- 
tracts or make a fancy record here, before this committee, as much 
as we would like to. Investment is the thing we want. 

Mr. Carnawan. To date you have paid no claims? 

Mr. Warpen. Not a cent. 

Mr. CarNAHAN. Are private insurance companies giving attention 
to getting into this line of insurance? 

Mr. WarpEN. They occasionally talk about it but when they find 
we are running a half billion dollars or better type of operation with 
nine people, they get pretty discouraged. 

Mr. CarNaHAN. Are there any private companies to your knowl- 
edge that are writing the type of policy that you are giving, or giving 
the type of protection you are giving? 

Mr. WarpeEn. I don’t think there is any private company anywhere 
in the world and I think there are only two governments in the world 
that are even touching this sort of thing. 

Mr. CarNnaHAN. I have a question I want to ask Mr. Cook. 

Acting Chairman Morean. Go right ahead. 

Mr. CarnaHANn. Among the list of agencies which can get assistance 
in ocean freight, do you have listed the Heifer Project, Inc.? 

Mr. Cook. Yes. 

Acting Chairman Moraan. Are they getting assistance on ocean 
freight? 

Mr. Cook. It is listed as one of the agencies. 

Mr. CARNAHAN. It is my understanding that they have been denied 
the ocean freight and I would wonder what the situation is with regard 
to this particular organization. 

Mr. Cook. I don’t know whether this is the question of the funds 
made available for commodities which are made out of CCC funds 
which are transferred to ICA. As I recall, it is $25 million in 1957, 
$27 million in 1958 for commodities that might come under that 
particular provision. I don’t know whether they have been denied 
or not. I would have to check that. 

Mr. CarNAHAN. Would you submit for the record a statement in 
connection with the Heifer Project, Inc., in connection with ocean 
freight? 

Mr. Cook. Yes, sir. 

(The statement is as follows:) 

The International Cooperation Administration receives requests from volun- 
tary agencies for payment of ocean freight charges for shipments of live animals 
under section 409 (ec). It is the policy of the agency to examine each such pro- 
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posal and approve on a case-by-case basis. Projects are considered favorably 
where the results anticipated warrant the cost involved. 

In the case of Heifer Project, Inc., ICA has followed this policy and during the 
past several years has paid for a number of Heifer shipments of cattle, sheep, pigs 
and baby chicks. In each case the decision to use funds from section 409 (c) was 
made if it appeared that the purposes to be served, relief and rehabilitation, would 
justify the expenditure involved. 

In addition, Heifer Project, Inc. is being used where feasible as a procuring and 
delivering agency for poultry and livestock for projects under ICA’s agricultural 
program, and projects under this program are going forward. 

Acting Chairman Morgan. Mrs. Bolton. 

Mrs. Botron. Thank you, Mr. Chairman. 

I want to ask Mr. Campbell whether there is any work going on 
at all toward trying to develop a new product to take the place of the 
DDT which is growing to be less and less effective as the mosquito gets 
stronger. 

Dr. CampseE.tt. There is a new insecticide called dieldrine which is 
being widely used at the present time. It has gone completely through 
the experimental stage and is highly effective. 

The investigation of a whole series of other chemicals has shown 
several to be effective against anopheline mosquitoes although tech- 
nical problems of toxicity to humans, length of residual effectiveness 
and greater costs still have not been solved. In addition, the value 
of antimalarial drugs and the best means of administering them in 
malaria-eradication programs are being investigated. 

Mrs. Botton. I would also like to say to you that some of us were 
at the Ahepa banquet on Sunday night where there was a delightful 
expression of appreciation for the malaria work, there, from the 
Ambassador. 

Mr. Cook, where are the refugees that come under the work you 
spoke of? 

Mr. Cook. The refugee program is handled by the Department of 
State. Mr. Donelan will answer that. 

Mr. Donetan. Those are in Europe and the Far East. They still 
include Hungarian refugees who have not yet been settled. 

Mrs. Boutron. You seem to have had an increase in personnel and 
so on. How many do you have in Washington and how many in the 
field? Is that in the book somewhere? 

Mr. Cook. No, it isn’t in the book. 

(The following information has been submitted for insertion in the 
record :) 

As of December 31, 1957, the total employment in Washington was 1,799 with 
358 financed from program funds and 1,441 from administrative funds. The 
total overseas—that is United States nationals overseas—was 3,684, of which 
2,930 are program and 754 administrative employees. 

Mrs. Boiron. What is the cause of the rather large increase? 

Mr. Cook. As far as money is concerned, Mrs. Bolton, the 
$1,100,000 which I listed in the statement is to take care of the full 
year costs of 96 positions added in fiscal year 1958 primarily to support 
technicians overseas. 

400,000 is provided for new positions. We are asking for 53 new 
positions, 24 in Washington and 29 in the field. This includes 16 
positions which we are requesting as a result of what we call the full 
complement program. This is an effort to keep positions filled in the 
field and provide for training such as language training. We may have 
to hold people here so they can get the language training they need. 
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Mrs. Boron. Where do they get that? 

Mr. Cook. We use the Foreign Service Institute primarily working 
under a cooperative arrangement both here and in the field. There 
is some language training in the field as well, but we work with the 
Foreign Service Institute because of their knowledge and experience 
in language training. 

Mrs. Boiron. Are any of your men or women at Oberammergau? 

Mr. Coox. I do not know offhand. I will have to check that for 
you. We will present it for the record. 

(The information requested follows: ) 


The International Cooperation Administration has no employees in training 
at the United States Army Language School at Oberammergau, Germany. 


Mrs. Bouron. What was the real cause of the need for so many 
more people? 

You say it was putting the program into effect. Is that a standard- 
ized thing? 

Mr. Coox. It is standardized and I think recognized for all foreign 
overseas organizations. 

Mrs. Boiron. Does that mean you don’t take notice of the differ- 
ences in the different foreign areas? 

Mr. Cook. Yes, we do take notice of the differences in the different 
foreign areas. 

Mrs. Bowron. I think it should be very clear in our records whether 
you put a person in a job whether they can do the job or not. 

Mr. Coox. We use that as a point of departure but then we place 
people in positions for which they are fully qualified both from the 
standpoint of their technical knowledge—language proficiency 
although we haven’t been able to accomplish this as much as we 
would like to—and also their knowledge of the country and of the 
area. 

Mrs. Bouron. I assume they are all Americans? 

Mr. Cook. The 3,684 are all Americans. 

Mrs. Bo.tron. What is the proportion of foreigners that you have 
in the different programs? 

Mr. Cook. I think the best thing to do would be to give the number 
of foreign national employees. 

On December 31, 1957, the total number of foreign nationals on 
the ICA payroll overseas was 4,858; 3,568 program and 1,290 ad- 
ministrative employees. 

Mrs. Botton. Do we have any nationals here for language or 
anything of that kind? 

Mr. Cook. Do we have participants coming here under the program, 
under the interregional expense? That is, foreign nationals coming to 
the United States for training in programs in specialized fields. 

Mrs. Botton. What kind of work do they do, the nationals? 

Mr. Cook. The nationals are engaged in some of the program work 
assisting the technicians but a great deal of it is in the administrative 
work and some of the maintenance— 

Mrs. Botton. What do you mean by administrative? What do 
they do, keep the books? 

Mr. Cook. Some of them do. We try to train as many of the locals 
as possible to do the job for us. They are engaged in programing 
where we can, the administrative work of keeping financial records 
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and all sorts of records, and also to provide maintenance services. 
In other words keeping property in shape, janitor services, and so forth. 
It is a combination of all. 

Mrs. Bouton. Is that because we are trying to train the people to 
do the work so that we can get out and they will go on with the work 
or is it merely because we need them to have cheaper pay envelopes? 

Mr. Cook. Aside from the maintenance people, the program people 
and the administrative people are being trained so that they can take 
over and do the job. 

Mrs. Boiron. Which in itself is a service to the country. 

Mr. Cook. That is right. 

Mrs. Bouton. I think my time is up. 

Acting Chairman Morean. Yes, it is. 

Mr. Burleson. 

Mr. Burueson. Thank you, Mr. Chairman. 

Mr. Warden, on page 3 of your statement you say that you continue 
to be concerned with the small and medium-sized investor in this 
program. 

As a matter of fact, in operation this is a big-business program only, 
isn’t it? 

Mr. WarpeEn. I wouldn’t think so, sir. 

You-see, our trouble is in this business of private foreign investment 
that the big companies have been doing it for some years and I would 
suspect that there were probably a few hundred smaller companies 
that should be out abroad and I don’t know why they are not going 
out abroad. 

Mr. Burveson. Do these investors get a 14 percent benefit taxwise 
in addition to the regular tax reduction? 

Mr. WarpeENn. It depends on where they are. If it is in Latin 
America I believe they get certain benefits, there. But the majority 
of the investment up to date has been in Western Europe and then 
goes on into the—it is now going on into the Middle East and the Far 
Kast. 

I think with the small investors there is a problem, sir, that we 
should pay attention to and that is they just don’t know how to go 
about this job. 

Now, we ourselves do as much education as we can, but we don’t 
have the kind of money or the kind of people to continue that kind 
of a job. 

The Department of Commerce has some good people but they can’t 
reach out and do the kind of educational job which I frankly think is 
necessary. 

Mr. Burueson. Let’s get back to the 14-percent tax benefit which 
these investors get. Isn’t that about an average? 

Mr. Warp. I don’t know, sir. Iam not an expert on that particular 
item. 

Mr. Buruteson. Do you know of other benefits and subsidies they 
get in tax writeoffs? 

Mr. Warpen. Yes; in a number of countries there are all sorts of 
incentives offered. A certain country will offer 34 percent capital 
contribution for a company to come in. In other countries you have 
tax holidays where they will let them out of a certain amount of 
income taxes. 
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Mr. Bureson. With that in mind, what criteria, if any, do you 
apply in extending these guaranties to these large business investors,. 
to protect against their competition with industry in this country? 

Mr. Warpen. Could you restate that? I just don’t quite have it 
in focus. 

Mr. Burueson. I know the argument that as undeveloped areas 
are able to produce, it is best for the economy all over the world. I 
am familiar with that theory. If you are going to state that theory, 
we are all familiar with that. 

Mr. WarpeENn. Yes, sir. 

Mr. BurLEson. Now, in developing industries in foreign countries, 
with the various benefits which the investors have, do you give con- 
sideration to the competitive advantage they have over our domestic 
industries when they import competitive goods? What criteria, if 
any, do you follow in extending the guaranties to investors when 
goods produced abroad and imported into the United States competes 
with those produced here? 

Mr. Warpen. We don’t put any block or restriction on that kind 
of proposal because frankly I think it is fairly rare that it does occur. 
From what I have seen the majority of investment comes about 
when American companies are going into markets which at present 
are foreclosed to them because the foreign customers do not have the 
dollars and they must buy in softer currency areas. 

The other side of foreign investment, sir, is what is to my mind 
the most important thing to us all and that is, in terms of jobs here, 
and business abroad, the nec essity of getting the raw materials which 
are going to keep our people working. 

When an investor comes to us and says, “I want to develop a 
bauxite deposit in Africa,” let us say, I know that that is going to be 
bringing in aluminum to us some day, or copper, or any of the other 
scarce things that we need. Maybe copper isn’t too good an example. 
But, those are the big urges, firstly to reach a market which an 
American company does not now have; secondly, to seek out raw 
materials which in my belief is probably the most important problem 
this country faces in the next decade or two, to get raw materials 
to keep our factories going. 

Mr. Burteson. You place no criteria upon the advancement of 
guaranties to American business as to whether or not what they 
develop overseas and imported into this country in competition with 
our own products? 

Mr. Warpen. No, sir. 

Mr. Burueson. You have no criteria which to lay down to deter- 
mine whether or not the guaranties are advanced, is that correct? 

Mr. Warpen. We have no restrictive criteria regarding the estab- 
lishment of plants abroad designed to send materials into this country. 
We do not, sir. 

Mr. Burueson. If an American business under the guaranty pro- 
gram is to go into the glassware business—glassware to be imported 
into this country to compete with our own industry—you do not give 
consideration to that fact? 

Or an investor in a refinery in Italy, to import finished petroleum 
products in this country, for instance, there would be no advance 
criteria placed on that in anticipation of what may occur. 
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Mr. Warpen. Not a restriction, sir. 

Mr. Buruteson. Thank you very much. 

Thank you, Mr. Chairman. 

Acting Chairman Morcan. Mr. Merrow—— 

Mr. Merrow. No questions, Mr. Chairman. 

Acting Chairman Morean. Mrs. Kelly——— 

Mrs. Ketity. Thank you, Mr. Chairman. 

Mr. Cook, what are the total administrative expenses of this pro- 
gram, including Defense, State, and administration of the Develop- 
ment Loan? Is that on page 1? 

Mr. Cook. I can only speak for the ICA, the nonmilitary part. 

Mrs. Ketuy. Do you know the total for the whole program? 

Mr. Coox. I can give you the total on the nonmilitary side. 

Mrs. Ketiy. Do you know the total including the military? 

Mr. Coox. Between $64 and $66 million would be the total admin- 
istrative expense for all. 

Mrs. Ketiy. Does that include the Development Loan Fund? 

Mr. Cook. Sixty-five or sixty-six million dollars. 

Mrs. Ketty. Then, roughly the military is 25. 

Mr. Cook. Yes. 

Mrs. Ketty. Is there a limitation in this program on administrative 
expenses? 


STATEMENT OF JOHN E. MURPHY, CONTROLLER, INTERNATIONAL 
COOPERATION ADMINISTRATION 


Mr. Murpny. Military assistance has a limitation in the appropria- 
tion of $25 million for the administrative expenses of the military 
assistance program. 

ICA requests $33 million as a separate appropriation all by itself 
under section 411 (b), the State Department authorization under 
411 (c) has a limitation in the act of $7 million. 

There is a limitation proposed for the Development Loan Fund 
administrative expenses to be included in the Appropriation Act of 
1959 of $685,000. The total of all of those is $65,685,000. 

Twenty-five million dollars for the military, $33 million for ICA, 
$7 million for State, and $685,000 for DLF. 

Mrs. Keuuy. Is there any carryover? 

Mr. Murpuy. They are annual appropriations and if not used 
fully, they lapse. 

Mrs. Keuty. I believe you are familiar with this book, here. What 
does it mean by adjusted annual statutory limitation? 

Mr. Murpuy. That is to give you comparable figures, Mrs. Kelly. 
As Mr. Cook explained, the 1959 request for ICA does not include 
some items that were included in that request for fiscal year 1958, 
so in order to give you a true comparison of the $33 million, we 
adjusted the fiscal year 1958 column to take out of it the things that 
are now going to be covered under the State Department item. 
There was considerable confusion in previous vears because the State 
Department had one item of request under section 411 (c) for so- 
called policy direction. In addition it had certain administrative 
expenses in connection with things like the refugee program opera- 
tions which were previously included under the 411 (b) request. To 
eliminate this confusion this year, we have tried to make a clear 
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break between State and ICA, and have each one stand on its own 
feet under separate sections with separate appropriations. 

Mrs. Ketiy. Then, we can say that the total cost of this program 
is $65 million to $66 million? 

Mr. Morpny. That is correct. On the assumption that $9.1 bil- 
lion will have to be managed; it amounts to less than 1 percent. 

Mrs. Ketity. Thank you, Mr. Murphy. 

Mr. Warden, the grand total of this guaranty program is what? 

Mr. Warpven. The amount written to date is approximately $190 
million in guaranties with a net lability of $150 million. The total 
authority, Mrs. Kelly, is $500 million plus a small amount of returns 
and gains ‘then, as you say, we had the application figures, which are 
grossing about $750 million at the moment. 

Mrs. Keuiy. On exhibit E of this March 11 statement of yours, 
what is that $12,000 for Export-Import Bank? 

Mr. WarpeEN. We tried to find out from Export-Import Bank how 
much they were charging us for collecting the fees and servicing the 
contracts. We do all the work in the preparation of the contract, 
and the negotiation with the investor and get in the clearances and so 
on. When that is finally done then Mr. Smith, our Director, writes 
a letter of instruction to the Export-Import Bank asking them to 
sign the contract and administer it from that point on during the life 
of the contract. That $12,000 is the estimate of the Export-Import 
Bank’s cost of performing those services for us. 

Mrs. Ketiy. Thank you, Mr. Chairman. 

Acting Chairman Morean. Dr. Judd. 

Mr. Jupp. On your page 1, Mr. Warden, you say guaranties issued 
total $187. 5 million, while the liabilities under contracts in force as of 
the year’s end, total $152 million. That means $25.5 million have 
beerr completed or withdrawn? 

Mr. Warpen. Have been completed or withdrawn. 

Mr. Jupp. What kind of situation leads to their completion, some 
businessman decides not to go through with it? 

Mr. Warpen. Oh, no. 

Suppose we had a situation of a 5-year licensing agreement and the 
contract is 6 years old. The contract will have finished out. 

We also tell these people that if they were requiring guaranties 
when they started they may now have reached a point of confidence 
in the situation where they can cancel or reduce. A large part of this 
is reduction, some part depreciation. 

Mr. Jupp. Have you thought about reducing the premium from a 
half of 1 percent to perhaps a quarter of 1 percent in view of the re- 
markable record that has been made? 

Mr. Warpen. I am glad you have asked that question. It is some- 
thing that has been bothering me for some time and from what I can 
gather, it has been bothering some of the investors. I think here we 
would like to have some guidance. 

We have been making money out of this thing and I do not think 
that was your original intention. I think we have been fortunate. 

Mr. Jupp. Our purpose is not to make money, our purpose is to 
encourage a Maximum amount of investment of private capital with 
a reasonable premium to take care of our risks. 

Now, if this premium is so high that it is slowing down investments 
in sound projects, and considering that there have been no claims, 
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maybe we should reduce it. We were shooting in the dark when we 
started it at a half a percent. 

Mr. Warprn. We have some experience behind us now and I 
think we should look the experience in the eye. Certainly we are 
charging one-half of 1 percent for each guaranty and it might amount 
to a 1%-percent figure. For instance for a man who has a 6 percent 
interest loan, we are taking out a pretty big chunk of his interest 
earnings in fees. 

Mr. Jupp. Would you suggest a reduction of this premium? 

Mr. Warpen. I do not like to spend the Government’s money, sir, 
but if you will tell me that you people think that we ought to charge 
less, I would be delighted. 

Mr. Jupp. Well, | am asking you for your advice. You run this 
every day and you live with it. I do not live with it. I do not 
want to do something foolish but it seems to me that (1) with the 
record of extraordinary performance so far, (2) with no claims and 
(3) the fact that the amount of investment has never gotten as big 
as we hoped it would, it may be that we are charging too much and 
more than is necessary. 

Do you think it is both reasonably safe and would increase the 
number of applications if we reduced it, say, a quarter of a percent? 

Mr. Warpen. I think we would make it easier on the investors and 
I think we have probably been a little bit stuffy on these fees. I do 
not think there is much question about it. 

Mr. Jupp. Have any guaranties of investment been made from the 
Development Loan Fund? 

For instance, you will recall we wrote in last year, ‘“No guaranties of 
equity investment against normal business-type risks shall be made 
available under this subsection,” in order to open up the Development 
Loan Fund loans to almost everything under the sun. That was a 
broader grant of power than most people realized. 

Have you made any guaranties of investment from funds made 
available under the DLF? 

Mr. Warpen. That is not under us. Mr. Hart Perry is in the 
room. 


STATEMENT OF HART PERRY, DEPUTY MANAGER, DEVELOPMENT 
LOAN FUND 


Mr. Perry. No, we have not made any. 

Mr. Jupp. Have you made any applications? 

Mr. Perry. I think we have made one. 

Mr. Jupp. That is a strange thing. Do you have any suggestion 
as to why? 

Mr. Perry. We have had several inquiries, but I think many of 
the people interested in guaranties are interested in the more limited 
guaranty and they have gone to see Mr. Warden first. 

Mr. Jupp. I had hoped for a larger interest in it. I talked to some 
of the Indian leaders about it when they came over wanting aid and 
I suggested, ‘Don’t ask us for Government money until you have 
tried to get private sources to loan you private funds under invest- 
ment guaranties. I think some may be willing to invest their money 
if we guarantee them under this proposition. 
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I hoped there would be more who would ask for loans under the 
DLF if we allowed them to get guaranties for everything except 
business-risk losses. 

Mr. Perry. I am not an expert in this, sir, but I am told in the 
discussion we have had with the Export-Import Bank and IBRD, 
who also make guaranties, that there just has not been much of a 
market for guaranties in financial circles because of the availability of 
good investments elsewhere. I think this is probably the principal 
reason we have had a very limited amount of interest displayed in 
guaranties so far. 

Mr. Jupp. Then does this whole experience add up to something 
like this, that investors do not hesitate to make investments because 
of fear of expropriation or inconvertibility, war and so on; the real 
reason they do not make investments is because they do not think 
there is enough profit in sight to justify their taking it? Is that 
probably the main factor? 

Mr. Perry. I would say perhaps that is the case. 

Mr. Jupp. Now, may I ask Mr. Cook a question? 

You are asking for an increase in administrative expenses of $2.5 
million over last year. How much trouble did the cut we made last 
year from $35 million to $32.7 million cause you? 

Mr. Coox. It caused us trouble because we had to cut back many 
of the things we intended to do and then do them at a level below 
what we had intended to do. 

Mr. Jupp. What does that mean? 

Mr. Coox. For example, we feel in the internal audit field we should 
have been doing more in the internal audit field. We are not able to 
provide either the additional positions or the travel funds we thought 
necessary. We provided as much as we could by cutting back on 
other travel. I think we have done as much of this kind of appraisal 
as we possibly could. In this particular budget we are requesting 
additional money for internal audit, both for travel and for three 
additional positions in the Comptroller’s Office for internal audit. 

That meant we had to cut back the level of the administrative 
services we felt were necessary. We have been doing as best we can 
to go within the funds. It is really a difficult job. 

Mr. Jupp. You said last year this would happen. I wanted to see 
if it did happen. You feared it would cripple the effective safeguard- 
ing and management of these programs if we cut it down. I opposed 
that cut. 

On page 3 you state that the requested increase of $2% million is 
made up of various items; $0.4 million is for new positions in final 
1959. Do you have a schedule of what those positions are? You 
just mentioned three in the auditing department. That might amount 
to $50,000 or $40,000, but that is a long ways from $400,000. 

Mr. Cook. There were 24 additional positions I mentioned, but this 
includes 50 man-years. We added positions in—I better add the total. 
We are adding 53 positions both for overseas and departmental in 1959, 
but this amounts to additional man-years of —— 

Mr. Jupp. The additional man-years are to cost 1.1 million. That 
covers two items. 

Mr. Coox. The additional positions are this list here which I can 
read off if you like, or I can insert it in the record. 
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Mr. Jupp. I think it should be in the record. 
That comes under your $0.4 million for new positions and then vou 
have the justification of the 50 additional man-years, that are going 


to cost 1.1. 


(The information is as follows:) 


Or are the 50 man-years what you added this last year? 


INTERNATIONAL COOPERATION ADMINISTRATION 


Statement of changes in positions, 1959 over 1958 


Organizational unit 


ICA/W: 

Office of the Assistant to the Director for 
NSC, OCB, and CFEP. 

Office of General Counsel____-- 


Office of Deputy Director for Operations: 
O/AFE a alia be heciga 


O/LA 


O/NESA_- 


Office of Deputy Director for Technical Services: 
Immediate office =e 


S/IND...- 
I ee inns 
Office of Deputy 
CONT: 
ACC 


pg ee 
scien stein ane 


WOM sean canc 


Pe on~< 
I itebridtcbetin nents ontnate 


Total ICA/W 


Overseas Europe: 
Austria 


Total, Europe_--.------- 


Africa: 
Ghana___- 
Nigeria_- ee 
Full complement program. -_- 


Total, Africa. --- 
Near East and South Asia: 
Ceylon. _-__- 


OS a se aia 
Lebanon 


I cs Saya ichcdihaibac' 


| 


| 
| 
| 








Change! Explanation 

—1 | Decrease in ICA responsibility for security af- 

| fairs. 

—1 | Completion of ICA responsibility in Arabian 
oil litigation. 

+4 | Additional desk officer coverage (3) and 
strengthening of program staff (1). 

+1 | Additional economist to strengthen programing 

| function. 

+4 | Additional staff to strengthen program office 

| With 1 officer and 3 clerical positions. 

—8 | Anticipates the transfer of coordination func- 
tion to association of voluntary aid agencies. 

—5 | Transfer of 5 positions to program funds. 

+1 | Additional coverage for Public Safety Division. 

+4 | Two positions to strengthen foreign currency 
reporting and 2 positions in the administra- 
tive and stenographic field. 

+2 | To provide for methods specialist and business 
analyst positions. 

+7 | Additional positions to strengthen internal 
audit, and administrative and contract 
audit. 

+2 | To strengthen both the administrative and 
program budgeting operations. 

+1 | To cover increased workload of management 
analysis projects. 

—9 | Decrease resulting from reorganization. and 
realizement of functions by transferring some 
supporting functions to other offices. 

+1 | To strengthen overseas regional inspection 
functions. 

+21 | Provides 10 positions for staffing new electronic 
accounting machine installation, 10 postions 
to provide service formerly furnished by 
GSA on reimbursable basis and 1 messenger 
to provide better service between buildings. 
+24 

—2 | Decreased level! of activity. 

-~3 | Mission closed. 

—2 | Decreased level of activity. 

—3 | Decreased level of activity. 

—4 | Transfer of four positions to program funds in 
fiscal year 1959. 

—1 | End-use auditor position eliminated. 

—1 | Labor officer position eliminated. 

ie tal 

+2 | To strengthen programing function. 

+4 | Accelerated program. 

+2 | To fulfill area requirements under full comple- 
ment staffing program. 

+8 

eee 
} 

+1 | Tostrengthen programing function. 

+1 | To provide additional secretarial assistance. 

+1 | To strengthen programing function. 

+2 | To provide for Deputy Director and additional 





clerical assistance. 
+1 | To provide additional secretarial assistance 
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Statement of changes in positions, 1959 over 1958—Continued 


Organizational unit | Change Explanation 


Near East and South Asia—Continued 


Sudan. +2 To strengthen programing function and pro- 
vide records supervisor. 
Full complement program. rae +5 | To fulfill area requirements under full comple- 
ment staffing program. 
lentes 
Total, NESA...- eA 13 
PMB fs 9 
jo == 
Far East: 
Korea- - bse +4 | To strengthen Controller function. 
Philippines. —1 | General Services Officer position eliminated. 
Full complement program. +6 | To fulfill area requirements under full comple- 
ment staffing program. 
Total, Far East ; ney +9 


Latin America: 


MUNRG os. 50s he das dies dadod +1 | To provide for end-use auditor. 


Chile-.. poh eee +2 | To provide for end-use auditor and secretarial 
assistance. 

Guatemala _- ; : +2} To strengthen programing and Controller 
functions. 

Honduras. -. bhins état bnkes +2 | Tostrengthen Controller functions. 

Paraguay... +2] To a for Deputy Director and Con- 
troller. 


Trinidad (new mission) a +3 | Director, Executive Program Officer, and 
Secretary for new mission. 
Full complement program... a Sate +3 | To fulfill area requirements under full comple- 


ment staffing program. 





Total, Latin America... , Siac dniainedid +15 


Total, overseas _._--. ied cole Sic alee +29 





Total, ICA. 


Mr. Coox. Added in 1958, which we will have to fund during a full 
year, during 1959. Positions added all through the year in fiscal year 
1958, carried over into 1959 require a full year’s funding. The 
$1,100,000 is for the salary cost, plus related costs of 96 positions au- 
thorized during fiscal year 1 958. 

Acting ¢ ‘hairman Morean. The gentleman’s time has expired. 

Mr. Selden. 

Mr. Se_pen. Thank you, Mr. Chairman. 

Mr. Cook, this committee was given information last week that 
showed that during the 4-year period from December 31, 1953, to 
December 31, 1957, ICA personnel increased from 6,571 to 10,928. 
The ICA budget for 1957 was less than the 1958 budget. Can you 
give us any reason for the increase in personnel while the ICA budget 
decreased during the same period of time? 

Mr. Cook. This is December 1953 to December 1957? 

Mr. SeLpen. Yes. Those figures were furnished us by Mr. Smith, 
Director of ICA. 

Mr. Coox. Yes. The reason for the increase—this includes both 
Americans and locals as I recall that figure, Mr. Selden. 

Mr. Se_pen. That is correct. 

Mr. Coox. With respect to Americans during that particular period, 
we shifted from programs in Europe to programs in Africa primarily, 
but increased the Far East, Latin American, Middle East and South 
Asia, programs as well. Shifting from Europe, where we had com- 
modity programs, which we call nonproject, to project programs in 
other areas, requires more technicians, ac tually working on particular 
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projects such as a malaria project in a particular country or a con- 
struction project. 

The shipment of commodities does not take as many personnel to 
handle as a project does. In addition to that, moving from a well- 
developed area to a relatively underdeveloped area such as Africa, 
the Middle East and South Asia, we find that we need more adminis- 
trative personnel, to supply essential services. They do not have the 
trained people to do the general administrative work, including 
financial management and administrative services. 

Even the smallest detail sometimes has to be done either by an 
American or by somebody trained to do it. So it is a shift in programs 
from a well-developed area of the world where you could get the serv- 
ices, to an underdeveloped area and to a project type of program 
from a commodity type of program project aid requires more person- 
nel in an underdeveloped area. I have fuller facts on this which I can 
insert in the record if you like. 

Mr. SeLpEen. Are you saying in effect, then, that the increase is 
due to the fact that we have more of our technicians in the field? 

Mr. Coox. More of our technicians in the field and more of our 
administrative people to support those technicians in these under- 
developed countries. 

Mr. Setpen. Why, then, is there an increase in foreign nationals 
of about 100 percent in that period of time? 

Mr. Cook. In the foreign nationals—there are several reasons for 
that. In the Korean program during that period, we took over a 
program from the Army at that time which had some 1,200 locals 
and they were transferred from a program being conducted by the 
Army similar to ours and put them on our particular payroll. 

I think there were some other adjustments—that amounted to 1,200 
out of an increase of probably—I don’t remember the figures—2,500 
or 2,800. 

Mr. Murpny. It is 2,800. 

Mr. Coox. There were other adjustments of that particular type. 

Mr. Sevpen. Are they still on our payroll? 

Mr. Cook. Yes, sir. 

Mr. Setpen. What are they doing? 

Mr. Cook. They are doing all sorts of things. We are trying to 
train them. Korea is one of the countries where they have relatively 
few trained people. We are training them in all facets, both the 
program side and the administrative side. 

They do all sorts of things, including the maintenance, as I men- 
tioned to Mrs. Bolton a little while ago. But the shift is a shift from 
a developed area to an undeveloped area, and a shift from nonproject 
aid to project aid. 

Now, there is one other question I did not answer Mr. Selden. 
You asked, why, during that period, since we had a decrease in overall 
appropriations, why do we have this increase in number of people. 

Again, although the total appropriation decreased, the project aid 
increased during that period. 

The project aid takes more administrative money. 

Mr. Se.pen. Does project aid call for an increase here in Washing- 
ton in personnel? 

Mr. Cook. Some increase, but we have tried to put as much of this 
work as possible overseas. 
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This year we had a relatively few additional authorized positions 
in Washington. 

Mr. Se.pen. I note that during the 4-year period, according to the 
breakdown given us by Mr. Smith, there was an increase in personnel 
here in Washington of more than 350. 

Mr. Cook. This was due to the addition of new functions and new 
activities. 

For instance, during that particular period, as I recall—and again 
I can furnish details on this if you would like—we added the technical 
assistance program on public safety (civil police) activities overseas 
and I think that took abetik 50 people. 

Included in that increase is the positions we have provide to the 
Development Loan Fund for this year. 

Mr. SeLpeN. That took an increase in Washington of 50 people? 

Mr. Cook. This is Washington. 

In addition to that, we had an increase overseas. There are some 
other increases that I.can supply and give you in some detail. There 
were new countries added in Africa, where we had to supply the 
backstopping support as well. 

Mr. Sevven. I think it would be well if you gave all that information 
for the record. 

(The information is as follows:) 


EMPLOYMENT INCREASES From D&cEMBER 1953 To DEecEMBER 1957 


The following table indicates total ICA funded employment as of December 31, 
1953, and as of December 31, 1957. 


Dec. 31, 1953 | Dee. 31, 1957 
S nalatiahatienesthdionineciladealaiihtaianasinitnndetes 


United States nationals: 


WEINER Ss. 5.25... as Sak edie ceeenebececcabangieawsecenaiieiascaennaane 1, 440 1, 799 
WN pnbincs ccs ccnkcnchinbdadeccquntseaninendtiaieneeaacmmenaaeanael 2, 530 3, 684 
BI 5 ices tinieh bane Qoccnbiiicitnttbcbctdeiiin_ndiotntin ines. 3, 970 5, 483 
FOR CE cect ctibccinntiniin tnasennosuinaginantedpeadnda einen 2, 031 4, 858 
Total payrolied employees... 6 inn.3isii. Lisa cddecdbcccnaceuneseodanan 6, 001 10, 341 
Indirectly employed: United States ——— agencies (reimbursement 
WOOD a x a ceniscickcntndendcncausucecuscesSdesichsdsacssannbeceanssoncheaaasl 570 587 
Sen CI CH a so ccsincnceccusunnstucknasesnaneennniane 6, 571 10, 928 


Wi aahiianiels personnel 


During the period covered ICA/W staff increased a total of 359 employees, of 
which 143 were program and 216 were administrative, as follows: 











Program Administra- Total 
tive 
ins | feet nnn 
SO: i i il a Se eal Sa 358 1, 441 1,799 
ES shen sik Sartin dana cen sinis aed 215 1, 225 1,440 
Fee IRs ban wnctiece téteenssndsdieeetibeeeene 143 216 359 





The distinction between program and administrative staff is as follows: pro- 
gram personnel are technical staff engaged in the actual execution of country 
programs and projects; administrative staff are personnel engaged in the direction, 
planning, control, supervision, and evaluation of ICA activities. 

The increase of 143 program people at ICA/W is attributable to the increase in 

rogram and project operations, principally the training of participants in the 
Jnited States. The number of foreign nationals coming to the United States of 
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America for training under our program has increased, for example, from 3,994 
in fiscal year 1954 to 5,304 in fiscal year 1957, an increase of 33 percent. These 
staffs provide essential backstopping services in training foreign nationals in the 
United States, involving the development of detailed training itineraries and cur- 
riculums and supplying technical advice and assistance in negotiation and ad- 
ministration of contracts for technical services. 

The major factors contributing to the increase in the ICA/W administrative 
staff during this period stem from the requirement for backstopping newly initiated 
programs of technical cooperation in such fields as public safety (civil police) 
and labor activities (51 positions); the creation of a special program evaluation 
unit (13 positions); the assumption of programing responsibilities for Public Law 
480 (agricultural disposal program) currencies (80 positions) ; and the creation of 
the new Development Loan Fund (25 positions). 

In addition, the shift in program emphasis to the newly developing countries 
in Asia, Africa, and the Near East has required an increase of approximately 30 
positions in ICA/W regional offices to provide essential planning and backstopping 
services for new or greatly expanded country programs. Since 1953, ICA has 
undertaken new programs or significantly increased existing programs in the 
following countries: 


Europe: Africa: 
Spain Ethiopia 

Near East: Ghana 
Afghanistan Libya 
Ceylon Morocco 
Nepal Tunisia 
Pakistan Latin America: 

Far East: Bolivia 
Cambodia Guatemala 
Indonesia Haiti 
Korea Peru 
Laos Brazil 
Thailand Argentina 
Vietnam 


Reductions in Washington activities during this period, which are offsets to 
these increases, have been few. The major ones were transfers to the Depart- 
ment of State: Certain refugee functions (15 positions); and representational 
functions at the United States regional organizations office in Paris (29 positions). 


Overseas personnel— United States nationals 


During the period covered, the overseas United States nationals staff increased 
a total of 1,154. As indicated by the following statement, bv far the greater part 
of the increase is for technicians charged to program funds: 

















| Program Administra- Total 
tive 
aN see dg 5 ae ee 2, 930 | 754 | 3, 684 
ee Ee ee odlip sineene eels ea -| 1, 835 695 | 2, 530 
Drees eis acennensnnennrenssass | gt ypeaseessa pA 
Net increase. .--___--- ene i Pe ieaatives + 1, 095 | 59 | 1, 154 


Although technician costs are charged to the proper appropriation involved, the 
statistics relative to each appropriation are not readily available as of each calendar 
yearend. It is estimated that for the calendar vears 1954 to 1957, as now, 9 out 
of 10 ICA program employees were chargeable to technical cooperation activities. 
This would mean that about 1,000 of the increase of 1,095 have been attributable 
to technical cooperation activities. 

There has been a marked shift in ICA programs during the period, from the 
close of fiscal year 1954 to the close of fiscal year 1957, to project aid, which 
requires far more technicians than does nonproject aid. For example, project aid 
(which includes all technical cooperation activities) as well as projects under 
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defense support, special assistance, etc., increased from fiseal year 1954 to fiscal 
year 1957 as follows: 





1 
Total obli- | Project aid Percent 
gations project aid 
| Millions | Millions 
Fiscal year 1954_ o:+s wear en’ ene Pantin innhienodaaes 2, 081 227 10.9 
Fiscal year 1957. 6s cacie ein wigdatameaare nea naa 1, 468 518 35.3 





The dollar increase in project aid was $291 million, a percentage increase of 
128 percent. 

The technical cooperation program accounts for approximately 90 percent of 
ICA’s total personnel strength although appropriations for the carrying out of 
such programs represent only about 8 percent of total funds made available for 
the economic aid program. Obligations incurred under the appropriations for 
technical cooperation have increased each year and this accounts in part for the 
corresponding increase in personnel. For example, obligations of technical 
cooperation funds, excluding contributions to international agencies, were 
$107,339,000 in fiscal year 1954; $113,676,000 in fiscal year 1955; $126,889,000 
in fiscal year 1956; and $129,185,000 in fiscal year 1957. In addition, program 
requirements under the technical cooperation programs have caused a progres- 
sively larger proportion of available technical cooperation funds to be spent for 
direct hire United States personnel. In fiseal year 1954 only 17.9 percent of the 
appropriation was used for United States personnel. By 1957 this percentage 
had increased to 25. 

These factors may be seen operating clearly in two illustrations: During the 
period December 31, 1953, to December 31, 1957, the number of African country 
programs has doubled, with the number of program personnel increasing some 
200, from 105 to 301. Similarly, during the same period, the buildup of Latin 
American technical cooperation activities doubled ICA program personnel in three 
countries: Bolivia, Brazil, and Guatemala, from 122 to 254. On the other hand, 
program personnel in European missions decreased by 104 during this period. 


Overseas personnel—foreign nationals 


During the period covered, the overseas foreign nationals staff increased a total 
of 2,827. As indicated by the following statement by far the greater part of the 
increase is for local employees charged to program funds: 








Program Administra- Total 
tion | 
y he ae ten iig a biti et sh Ee oy ee 
Dec. 31, 1957 ’ ba ttlevnnd tle 3, 568 1, 290 4, 858 
Dec. 31, 1953 ica , 893 1, 138 2, 031 
Diet ipoveebe -. >. Liiic) ~ bd. id eld dele “er 2, 675 152 2, 827 


While the expansion of existing project programs and the undertaking by 
ICA of programs in new countries have required the employment of additional 
foreign nationals, almost all of whom are custodial and maintenance workers, 
a large proportion of the reported increase represents transfers to ICA of other 
United States-supported programs, rather than actual inereases. There was, 
for example, no real change in the number of foreign nationals employed by the 
United States Government when ICA assumed the work of the Army and UNKRA 
force in Korea, which accounts for the “inerease’’ of more than 1,200 local em- 
ployees now charged to ICA for Korea. A similar “bookkeeping” transaction led 
to the recent transfer of 733 Vietnamese from trust fund to ICA rolls, 

The shift in program emphasis from Europe to other areas of the world represents 
a significant change in the character of ICA programs in that operations in 
newly developing countries emphasize project type aid rather than the more 
simply administered commodity import programs. The project-type aid utilizes 
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United States technicians, equipment, supplies, and participant training, and 
requires more technical staff to work with and train host country technicians, to 
perform necessary contracting, procurement, and participant training, and to 
screen projects including engineering review of capital projects. 

Technical cooperation programs, have, of course, also contributed to higher 
levels of foreign employees. Expansion in African and Latin American programs 
since 1954 required the hiring of 625 more indigenous workers, and enlarged 
activities in the Near East and south Asia have necessitated an increase of 485. 
With the dissolution of the former Associated States of Indochina by the creation 
of the independent countries of Cambodia, Laos, and Vietnam, in each of which 
a separate, sizable program has been established, a local force of 862 has developed. 
These increases in local staffing have been offset to some extent by the decrease 
of 380 foreign nationals employed in Europe during the comparable period. 

Mr. Vorys. Will the gentleman yield? 

Mr. SELDEN. Yes. 

Mr. Vorys. I note on page 3 of the book you have 10 new positions 
for staffing new electronic accounting machine installation, and 10 to 
provide custodial-type services, formerly provided by GSA, and that 
this increase is offset by reductions in reimbursement to the agencies 
furnishing these services. 

I thought electronic machines would result in a reduction some 
place of people to be employed. If it merely is an offset, that is not 
in accord with anything I have ever heard about using electronic 
accounting machines. 

Mr. Cook. It is not the change from a hand system to electronic 
machines. We have been getting these machine services on contracts 
with other Government agencies and with private organizations. 

This is for both accounting and financial management and for per- 
sonnel management and other statistical reports. We found after a 
great deal of study, and a committee report, that in order to meet 
the time limits for our reports we should provide an agency installa- 
tion. Although we could not say that it would save money, we would 
get the reports that were prepared by electronic machines in our own 
system at about the same cost, and being under our control, we could 
get these reports when we needed them. The reports, if not current, 
are not worth much to us. 

We use this electronic system, I might say, Mr. Vorys, in carrying 
out, for instance, our personnel management system. We changed 
from a job system to a personnel rank system and we have developed 
staffing patterns showing the positions needed in a country as a result 
of the programing process. 

In other words, the manpower requirements and other program 
needs are developed at the same time. It is not a shift from a hand 
method to electronic method. It is a shifting from electronic work 
being done by people other than ICA to our own electric accounting 
system. 

Mr. Vorys. Is the cost of the electronic equipment in the plan? 

Mr. Cook. Yes. The manpower, space, utilities, forms, and the 
rental of equipment. 

Mr. Vorys. So we have the cost of the electronic equipment added 
and the personnel according to this merely offsets the cost of getting 
the same thing done elsewhere. That is a little hard to follow. 

Mr. Cook. I would hope in the long run it would cost less, but I 
can’t promise it now. As we see it now, it is just about offset. That 
is why we presented it that way. 
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Mr. SELDEN. May I ask Mr. Warden a question in regard to the 
investment guaranty program? 

Acting Chairman Morean. Yes. 

Mr. SeLpENn. Does this program insure only new investments? 

Mr. WarpEN. Only new investment. However, if an old investor 
wants to add to his investment, we can take care of him, yes, sir. 


Mr. Setpen. What is the limit on the amount of insurance for which 
any one investor can apply? 

Mr. WarpeEn. There is no limit. 

Acting Chairman Morean. The gentleman’s time has expired. 

Mr. Fulton. 

Mr. Futron. I am glad to see you here. 

I believe in the fiscal year 1958 approximately 1 percent of the total 
of the mutual security budget was for health or medical purposes, is 
that not correct, and if that is correct, how much would be for 1959 
fiscal year? 

Dr. CampBeELL. I would say that the planning to date is slightly 
more than that. It might be 1.2 percent. 

Mr. Futron. Could you put that figure accurately in the record and 
give us some history going back into the program? 

Now, all the malarious countries in the Americas are being taken 
care of under the malaria eradication program for fiscal year 1959 and 
there are only three African countries being taken care of. I certainly 
thought Mrs. Bolton would make that point somehow. 

Mrs. Botton. I can always leave it to you, Jim, to fill in. 

Mr. Futron. I am the second assistant on Africa here. 

Why are there not more programs in the country on Africa, first, 
and secondly, why are 500 million people of the malarious countries 
of the 1,200 million people in the world in that kind of an area left 
out of it? 

(The following information has been submitted for the record :) 

Concerning the history of the appropriations in health, the following table 
shows the funding dimensions of this activity in ICA for the fiscal years 1957, 
1958, and 1959. It should be noted that the $23.3 million for malaria eradication 


in 1958 replaced all the development-assistance expenditures and about two- 
thirds of the defense-support expenditures of fiscal year 1957. 


ICA health programs 


{In millions of dollars] 

















| | 
| Fiseal year | Fiseal year | Fiscal year 
| 1957 (actual) | 1958 (esti- 1959 (pro- 
| mated) posed) 
om —— ry sssseeeataseeetalatieeses 
Defense support - - -- $22. 4 $7.1 | $5.7 
Special assistance - a ja. 2.8 1.9 
Special assistance (malaria) - ~-=>-<-| 23.3 | 25. 6 
Development assistance _-._- BR Betece stein pwlieneasnmallined 
Technion) Ceperetaeths oie 555 ont son des bad. 13 12.9 | 12.2 13.0 
Total. ye a eee eee ee i 6.8 | 45.4 | 46.2 
Total MSA budget. --__---- 2 baste do cntnn cube Sast 3, 700.0 | 3, 400. 0 3, 906. 0 
Percentage of total MSA budget -...-...........-.-...-.-..... | “13 1.3 | 1.2 








1 Approximately $20.0 million of the $46.8 million was spent for medical commodities which were purchased 
im the United States, such as drugs and medical equipment and were resold for local currency in the recip- 
ient country. The proceeds were devoted to economic development of the recipient country. 
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Feasibility of malaria eradication in Latin America and Africa 


The feasibility of malaria eradication by use of residual type insecticides has 
long been known in the Western Hemisphere. In fact, malaria already has been 
eliminated as an endemic disease from the United States, Puerto Rico, large areas 
of Venezuela and significant progress has been achieved in a number of other 
countries. 

Certain conditions in Africa, such as nomadism of certain populations, general 
scarcity of trained reliahle workmen and readily trainable personnel, wall-less 
type housing or house walls which absorb insecticides rapidly, and simple lack of 
knowledge of the biology of malaria mosquitoes and their susceptibility to insecti- 
cides in some areas, have created technical problems of malaria eradication. For 
this reason, Africa could not be included in planning for eradication of the disease, 
as was pointed out in the congressional presentation for fiscal year 1958. In- 
vestigations designed to solve these technical problems have been sponsored by 
ICA and WHO. During February 1958, malariologists of ICA and WHO met 
in Geneva, Switzerland, and in Addis Ababa, Ethiopia, to review results of some 
of these investigations and to recommend means of proceeding with the eradica- 
tion effort in Africa. It is now evident, from the data examined, that eradication 
of the disease is feasible by means of residual insecticides in the Union of South 
Africa, Transvaal, Natal, most of Mozambique, Swaziland, Southern Rhodesia, 
Ethiopia, (including Eritrea), Somalia, Sudan, and Egypt. It is also believed 
that eradication can be achieved in Libya and Tunisia, although additional 
investigations are necessary in these countries. All of these countries are now 
in some stage of planning for malaria eradication with the technical assistance of 
WHO or ICA. At this time, ICA is assisting only Ethiopia and Libya of this 
group. 

Major technical problems still exist in the large tropical area of central and 
west Africa. Pilot projects or investigations are being sponsored by WHO and 
ICA (Liberia) in order to solve these. Considerable progress is being made in 
this endeavor and it is hoped that within another year the way may be clear 
for eradication of the disease from the whole of the continent of Africa. 


Worldwide status of malaria eradication 


Dr. P. M. Kaul, Assistant Director General of the World Health Organization, 
which is the coordinating agency for the worldwide malaria eradication program, 
has stated that, ‘““The total population of the countries or territories of the world 
which have malaria within their borders or have had it during the last 20 years 
is about 1,600 millions. Approximately 7 percent of this population inhabits 
countries or territories where eradication has been either achieved or is under 
progress’ (Statement on Malaria Eradication Programme to Executive Board, 
UNICEF, March 6, 1958; E/ICEF/365). ‘‘Today, eradication is practically 
achieved in 9 countries or territories. It is far advanced in seven. A plan of 
eradication is being carried out in 44, while in 16 countries or territories, eradica- 
tion is now being planned. The population of these countries or territories 
reaches a total of some 1,157 millions.’”’ Dr. Kaul points out that some 436 
million people live in countries in which malaria eradication is not yet the avowed 
goal of antimalarial activities. These countries include Australia and Japan, 
where malaria is actually limited to a small area inhabited by a few tens of 
thousands of people; New Guinea, and countries of tropical Africa, where im- 
portant technical problems exist at present; and a few other areas where malaria 
eradication may be technically feasible but where present development of health 
services or particular difficulties of the country make planning of eradication 
unrealistic at this time. 


Additional requirements for malaria eradication 


Since the preparation of the fiscal year 1959 budget request for the worldwide 
malaria eradication program, studies have indicated there are opportunities to 
accelerate operations and to take certain other steps which will forward the goal 
of eradication of this disease. This presents the question whether in fiscal year 
1958 through diversion of funds or whether, in the finalizing of fiscal year 1959 
programs, additional funds for this purpose should be found. The greatest needs 
are in India and Brazil where recent studies of the technical and administrative 
feasibility of eradicating malaria indicate an acceleration of operations is now 
possible beyond that originally envisaged and in the Philippines where it is 
believed highly desirable to establish a malaria eradication training center to 
help meet the need in that area for trained personnel. Moving forward in this 
manner in India and Brazil has the advantage, apart from humanitarian con- 
siderations, of minimizing the danger of fostering development of resistance of the 
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malaria carrying mosquito to available insecticides which might otherwise result 
from a prolongation of the eradication campaign. ‘ 


The executive branch is now giving active consideration as to whether, given 
other requirements against available funds and priorities within those require- 
ments, it will be wise to finance these additional eradication activities in. fiseal 
year :1958. | To the extent this proves undesirable, the possibility: of using fiscal 
year 1959 funds for this purpose will then be considered. It should be noted that 
any further use of fiscal year 1958 funds beyond the $23.3 million ceiling would 
have to be authorized by Presidential waiver of the ceiling imposed by section 420 
of the Mutual Security Act. 

Mr. Futron. Next, could you put these statements in the record? 
| would rather ask the question. 

When the agency has expedited the program for India, do you not 
need more money for malaria eradication in order to expedite the 
programs in some other areas and expand them? 

Now, next, on the matter that has been brought up here by the 
gentleman from Texas, the inference from the questions was that this 
particular agency on the investment guaranties being issued was simply 
developing competition to United States industries abroad. 

Let us take the oil refining specifically: on oil refining and explora- 
tion in Italy, there is 14,487,000; in Jordan, 7,250,000; Turkey, 
84,000; France, 1,256,000; so that that is your entire program for that 
type of oil handling. 

There is no part of that that in any way could be said to be com- 
petitive to the United States; is there? 

Mr. Warven. I think I would agree with you, sir, that products 
of those refineries are sold—for instance, there is one in—— 

Mr. Futron. Would you put a statement in the record to show the 
distribution of the products of the refineries I have mentioned, if you 
will, please? 

Mr. Warpen. I will. 

Mr. Fuuron. Secondly, would you look your program over on 
porcelain, glass, pottery, and items of that nature, to see if there is 
any direct export to the United States from these countries? 

Mr. Warpen. As far as I know, we never have had an application 
for investment of that sort. 

Mr. Fuvron. Would you put that in the record? 

Mr. WarpDEN. Yes, sir. 

Mr. Fuiron. Next, on the companies that are guaranteed under 
this investment guaranty program, they are 100 percent American 
businesses who want to get customers, are they not? 

Mr. Warpben. As I see it, yes, sir. 

Mr. Futon. And I am very proud to say that several of them that 
have already gotten guaranties are from the western Pennsylvania 
area. 

Mr. Warpen. Yes. 

Mr. Fuuron. Would you put in the companies from any of the 
oil-producing areas, such as Texas, California, Oklahoma, that have 
voluntarily either applied for guaranties or obtain them under this 
program? 

Mr. Warven. I will do so. 

Mr. Futon. Now, on the investment guaranty program, can you 
tell me why there is a sudden upturn in 1955, both of the applications 
for investment guaranties as well as the guaranties issued? Was that 
a change in your administration or was that simply that the Foreign 
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Affairs Committee either fathered or mothered this program, was that 
our pushing on that when we got behind it and insisted the ICA and 
the State Department do something about it? 

Mr. WarpeEn. You read the riot act to us in 1955, I believe it was, 
and you told us to get more countries in the program and at that time 
we had 20 countries and now we have 37. I think that the additional 
countries plus our own accelerated effort largely accounts for the 
sudden upswing. 

In addition to that, we have been going around the country a little 
bit more and talking to more people about the program. 

Mr. Futon. Could you put a statement in the record on that? 

I have been interested in trying to help smaller business take more 
part in the export-import business of the United States. I liked your 
statement which pointed that small business did not have the facili- 
ties to participate in your programs, nor in the export-import business 
in relation to the facilities the larger companies have. 

Would it be possible to work on this, not only through the Depart- 
ment of Commerce, on its foreign business programs, but likewise to 
implement in the Small Business Administration a division or a depart- 
ment which would facilitate this development of the programs so that 
small business could fit in with your administration? 

You see, I do not believe that the responsibility for development of 
the business in particular categories such as small business can be 
placed on youtoomuch. But Ido think that certain agencies, such as 
the Department of Commerce, or the Small Business Administration 
could very well institute programs that would result in a flow of 
business to you. 

Mr. Warpen. I think they need encouragement from you on that. 

Mr. Futton. I am going down to the Small Business Administra- 
tion with the Administrator tomorrow and I wondered if you are in- 
terested in that agency helping you develop among small business 
this investment guaranty program. 

Mr. Warven. I would appreciate it very much. In my belief 
there are 500 companies at least that should be working abroad, it 
would do them a lot of good. They would get patents and things 
like that from abroad and I think it would work out to the general 
benefit. 

Mr. Futon. I have been interested in Korea and the treatment, 
or the lack of treatment, or the poor treatment of their people with 
leprosy. In some cases they isolate the lepers, but they really have 
not been able to give adequate treatment for lepers. 

Could somebody put in a statement how we could either expand 
the program in Korea to give adequate and immediate treatment to 
the lepers in South Korea—and I would even go beyond that and 
include North Korea. 

(The information requested is as follows:) 

Leprosy in Korea 


ICA has been actively assisting Korea in a nationwide control program on 
leprosy for several years, and such assistance is being given to the extent requested 
by the Government of Korea. Any requests from the Government of Korea for 
additional assistance will be given careful consideration. 

ICA assistance has been largely in the form of commodities, with some tech- 
nical advisory service. A portion of the ICA funds for fiscal year 1954 and fiscal 
year 1955 was used for the rehabilitation of 8 leprosaria with a total capacity of 
about 10,000 patients, and of 4 preventoria for more than 300 noninfected children. 
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In fiscal year 1957 the leprosy-control program treated approximately 20,000 
leprosy patients throughout the year with sulfone drugs. Drugs are supplied for 
treatment only in approved leprosaria and village groups which have officially 
appointed medical staffs. The scope of the program is limited by inaccessibility 
of patients and lack of trained personnel. ICA funds are being used to send 
Korean medical personnel to the United States and other countries for training 
in all aspects of public health, including leprosy. 

The ICA program for fiscal year 1959 includes the provision of a health educator. 
This is significant to the leprosy program inasmuch as at least two qualified 
professional observers in Korea describe the leprosy problem as being, to a large 


extent, one of educating the public to the exact nature of the disease and means 
for prevention. 


The ICA-supported leprosy program is coordinated with programs supported 
by the following United States voluntary agencies: 
Catholic Relief Services, NCWC 
Church World Services 
World Relief Commission of the National Association of Evangelicals 
American-Korean Foundation 


Acting Chairman Morean. The gentleman’s time has expired. 

Mr. Fascell. 

Mr. Fascretu. On convertibility, expropriation and war, is there 
any criteria laid down by the agency as to the amount on any par- 
ticular application in any particular field? 

Mr. Warpen. We have had them as low, sir, and we have appli- 
cations in the office right now, two of them, one is for $1,200 or some- 
thing like that and another for $750, and the largest we have, I think, 
is $60 million. 

Mr. Fascetut. My question was, Does the agency lay down any 
percentages on the three types of risks? 

Mr. Warpen. No, sir. 

Mr. Fasceti. That depends on the applicant. The applicant 
makes his choice. 

Mr. Warpen. The applicant makes his choice, that is correct. 

Mr. Fascexu. He can have 1 or all 3 or any 2. 

Mr. WarpeEN. He can; yes, sir. 

Mr. Jupp. He has to pay half a percent on each? 

Mr. Warven. That is correct. We have been doing a little work 
on trying to get the fees down, but not enough. 

Mr. Fasce.tu. The minimum coverage on war risk is because that 
is a relatively new program? 

Mr. WarRDEN. Yes. 

Mr. Fascetu. You would not then, assign any superior knowledge 
to the applicants, on the state of the world? 

Mr. WarpEN. No, sir; I am afraid not. 

Mr. Vorys. Would the gentleman yield? 

Mr. Fascrtu. Surely. 

Mr. Vorys. This is insurance, substantially, and every other kind 
ot insurance depends upon salesmen to go out and sell it. That is a 
characteristic of American insurance. We have the biggest volume 
of private insurance in the world. 

Here is something where we simply don’t have a sales force to 
pound into people, the way insurance agents do, the necessity for 
protection and the advantages of getting it. 

Now, I do not think we should give Mr. Warden a thousand agents 
to operate with; but let us bear that in mind that we are trying to do 


something in a way that is not being done in our country with insur- 
ance, 
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Mr. Fasce.u. I appreciate the gentleman’s prompt response, but 
I want to assure him | was just curious, not critical. 

Mr. Jupp. Will the gentleman yield’ 

Mr. Fasce.u. Certainly. 

Mr. Jupp. Does that figure of 600 million applications include a 
total of all 3 guaranties [referring to charts]? 

Mr. WarpeENn. That is correct. 

Mr. Jupp. For example, if a fellow wanted to get a guaranty on 
$10 million against expropriation and $10 million against war and $10 
million for convertibility— 

Mr. Warpen. Our chart would show $30 million. 

Mr. Fascruu. I yield to Mr. Fulton, Mr. Chairman. 

Mr. Fuutron. Could we have a statement in the record showing the 
correlation or comparison of the administration expenses on this 
program with those of this same type of expenses in private insurance 
generally in the United States? 

Acting Chairman Morean. Mr. LeCompte. 

Mr. LeCompte. Thank you, Mr. Chairman. 

Mr. Warden, I have been interested in your statement, but I will 
have to ask you some elementary questions in order to understand it. 
You have guaranty power up to $500 million? 

Mr. Warpen. That is correct, sir. 

Mr. LeComrpre. Did the gentleman from Ohio not indicate you 
have already guaranteed more than that amount, or did he? 

Mr. WarpeEn. No, | do not think so. 

Mr. LeCompre. What was your question, Mr. Vorys? 

Mr. Vorys. They have $500 million, I think, and if they wrote up 
all of this, they would run over their authorization. 

Mr. LeCompte. | thought you said he had letters of intent out 
indicating that he was going to write the guaranties beyond the $500 
million authorization. 

Mr. Vorys. He says it is like in the Bible. Many are called but 
few are chosen and after they get the letter of intent the deals do not 
go through. 

Mr. LeCompre. Thank you so much. 

The loans you guarantee, are they all the same rate of interest? 

Mr. Warpen. They vary from no interest in the case of branch 
operations occasionally and the highest I have seen is perhaps 9 
percent. 

Mr. LeCompre. But your fee is one-half of 1 percent. 

Mr. Warpen. A half of 1 percent for convertibility guaranty, a 
half of 1 percent for expropriation, and the same for war risk. 

Mr. LeCompte. And you have no claims under the guaranty? 

Mr. Warpven. No, sir. 

Mr. LeCompte. So vou are making money under that one-half of | 
percent? 

Mr. Warprn. We might be making $800,000 to $900,000 this 
coming year. 

Mr. LeCompre. Would that be true if you counted the cost of your 
administration and salaries and occasion when you have to ask the 
Commerce Department and other people for the service of engineers 
and so forth? Would you still be makmg money? 

Mr. Warpen. Oh, certainly. 

Mr. LeCompte. You would still be making considerable money? 
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Mr. WarpEN. Commerce does not give us any direet support on 
this. We had expenses of $112,000 and we had an income of $540,000 
last vear. We are running about 20 percent expenses to fee income. 
If we can get our volume of guaranties up another $150 million, we 
will get down pretty close to the 10 percent expenses against income. 

Mr. Fascety. Will the gentleman yield at that point? 

Mr. LeCompte. Yes, indeed. Happy to yield. 

Mr. Fascety. Are you talking about making money or are you 
talking about an amount of money above reserves? 

Mr. Warpen. Yes, fee income which we add to reserves. One 
which flows over to the first reserves. 

Mr. LeCompte. Now, let me ask you this: If I understood your 
discussion with Dr. Judd, you thought it would not be bad to reduce 
the one-half of 1 percent to perhaps one-quarter of 1 percent for the 
cost. of servicing the guaranties? 

Mr. Warpen. If that is the sentiment of this committee, I would 
welcome it, sir. 

Mr. LeCompte. Of course, it is mostly for development of under- 
developed countries. I am from the same general area that Dr. Judd 
is. That whole Middle West was developed under a very high rate 
of interest. 

Now, underdeveloped countries, other places in the world surely 
could be developed at a high rate of interest the same as the great 
Middle West, could they not be, or would you have anything to say 
on that point? 

Mr. Warpen. Let me say this: I think we should keep our costs 
down, and we represent one of the costs. 

The more we use the guaranties, the lower the interest rates these 
people can charge. 

Mr. LcCompte. Interest rate is not what holds back development. 
If a man has a good business and has confidence in it, the interest 
does not worry him too much. 

Mr. WarpeEn. I would agree on that; yes, sir. 

Mr. Jupp. Will the gentleman yield? 

Mr. LeCompre. Yes, I am happy to yield. 

Mr. Jupp. That is true in this country, but I find that it is not 
always true abroad. 

Up at the U. N. some of the countries, with the Soviet Union 
stirring them up all the time, would say, “In the United States your 
companies charge 6 percent interest. When they come to our country 
they charge 9, 10, 11, 12 percent. Exploitation.” 

They utterly ignore the increased risks and the difficulties of doing 
business there as compared with here at home. It was regarded by 
them as western greed and colonial exploitation if anyone wanted 
greater return for investments in their country than here. 

They have a phobia that anything a foreigner invests in is a means of 
draining away their wealth, and it has taken a while to overcome that. 
It will take a while longer for them to realize that it is such investment 
that produces wealth. 

Mr. LeCompte. I am glad I had time to yield to you for that 
statement because I had never heard of this situation. 

Mr. Jupp. I can show you a dozen speeches made at the U. N., 
generally by the Soviet bloc which presented as evidence of the 
greed and selfishness of the Western Powers the fact that capital 
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requires a higher rate of return to go abroad or into a jungle than it 
does to construct a building in New York. 

Mr. LeCompte. Thank you. 

Acting Chairman Moraan. Mr. Farbstein. 

Mr. Farsstern. No questions. 

Acting Chairman Morean. Mr. Curtis. 

Mr. Curtis. Thank you, Mr. Chairman. 

I would like to ask Dr. Campbell to comment on a statement that 
was made in the Senate on January 24 and I quote: 

Last year less than 1 percent of our mutual security budget was devoted to 
health. 

Dr. Campsetu. Would you like me to comment now? 

Mr. Curtis. Just briefly. I have some other questions. 

Dr. Camppetit. The 1 percent represents approximately $35 
million of the Mutual Security Act going into the health field. That 
would include the $23.3 million for malaria; it would include about 
$15 million for the general health programs, the cooperative health 
programs, in approximately 40 different countries. 

There are a few additional slight elements there, but it amounts 
to approximately $36 million or $37 million which would be, again, 
about 1 percent of the total Mutual Security Act. 

(The following information was subsequently submitted for the 
record:) 

We believe that Mr. Curtis was referring to Senator Hill’s statement before the 
Senate on Thursday, January 23, 1958, which recalled a statement made to 
Mr. Hollister before the Senate Foreign Relations Committee in June 1957. 

A summary of this testimony is as follows: Of $46.8 million appropriated in 
fiscal year 1957 “‘there is $20 million in medical commodities that go into these 
countries for sale.” This leaves approximately $26.8 million that was devoted to 
health programs or about 0.7 percent of the $3.7 billion appropriated. Reference: 
Mutual Security Act of 1957, hearings before the Committee on Foreign Relations, 
United States Senate, 85th Congress, Ist session, on the mutual security program 
for fiscal year 1958, pages 479-482. 

Mr. Curtis. One other question. 

Do your requests this year contemplate any increase in the malaria 
program? I ask that because I remember that the State of the 
Union message bore down rather heavily on malaria. 

Dr. Campsety. The request this year contemplates $25.6 million 
as compared to $23.3 million last year. 

Mr. Curtis. Mr. Chairman, I have a question for Mr. Warden also. 

In his statement annexed to his main statement, he speaks of 
“countries with which the United States has agreed to institute the 
investment guaranty program * * *.” My question is, sir, What is 
the nature of the obligation that such countries make? 

Mr. Warpen. They agree (1) they will not discriminate against 
such funds as we obtain .under convertibility guaranties and they 
agree, (2) on expropriation, in the event final settlement cannot be 
obtained through negotiation that we can settle it under an arbitrator 
chosen by the Chief Justice at The Hague. 

Mr. Curtis. We guarantee firms against expropriation, and at the 
same time we have a treaty arrangement with the country where they 
are going to do business that that shall not take place. 

Mr. Warpen. Not quite, sir. It means this. It means in the 
event they do take it—we do not deny they have the right under cer- 
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tain circumstances to take it, but we do insist they settle for it and 
pay off to the company through negotiation or arbitration between 
our Government and theirs and finally that it goes to international 
arbitration. 

Mr. Curtis. We have a right of subrogation on that. 

Mr. WarpeEn. Yes, sir. 

Mr. Curtis. Do we give any private company a guaranty against 
expropriation when they plan doing business in a country where we 
do not have such agreements? 

Mr. WarpeEn. No, sir, we cannot do that. 

Mr. Curtis. Finally, what is the amount of the reserve fund that 
you now have on hand? 

Mr. Warpen. Open authority is $348 million. The actual reserve is, 
in terms of dollars—I prefer to submit the figure, but it is $119 million. 

Mr. Curtis. What was the open 

Mr. Warpen. We have $348 million open authority. 

Mr. Curtis. What is that open authority? 

Mr. Warpen. The difference between the $150 million present 
liability and the approximately $500 million maximum authorization 
that we have. 

Mr. Curtis. But what is the nature of the authority? Where are 
you going to get the money to pay that? 

Mr. Warpen. We had $200 million originally voted to us which is 
held in the form of notes to the Treasury and that will be the funda- 
mental cash against which any claims have to be paid. 

Mr. Curtis. Thank you, Mr. Chairman. 

Acting Chairman Morean. Any further questions? 

Mr. Jupp. I have two short ones, Mr. Chairman. 

Acting Chairman Morgan. Dr. Judd. 

Mr. Jupp. On this matter of tax exemption which was raised, Mr. 
Warden, for example, when the Prime Minister of Malaya, the other 
day offered 5 years suspension of taxation on foreign investments 
made in that country, it is my understanding that if Malaya did not 
charge an American any income tax on any profits that he might make, 
he would still have to pay the same amount in income taxes in the 
United States. That is, if they charged 10 percent tax in Malaya, 
the United States would allow him an exemption of that 10 percent. 
He would have to pay somewhere the regular 52 percent for American 
corporations. 

Mr. Warpen. That is my understanding. 

Mr. Jupp. So offers by those countries to waive taxes on income 
from American investments does not mean a thing to the American 
investor. Our Government will take the full tax if the other govern- 
ment does not. 

Mr. Warven. That is right. 

Mr. Jupp. That is something the Ways and Means Committee 
should do something about if we are going to get anywhere in this 
field. 

Now, Dr. Campbell, on the malaria program ceiling limitation 
which I tried last year to get out so you would not have to go to all 
the mechanical trouble of determining which expenses were charged 
to which account, I did not get the correct language and we had to 
throw it out in conference, but we will try to fix that up this year. 














1130 MUTUAL SECURITY ACT OF 1958 


[ want to reread one thing in your statement: 


Remarkable as it may seem, the total cost of eradicating this disease is now less 
than its annual cost to the world’s economy. 

That is such a remarkable statement I want to underline it. The 
total cost of completely eliminating malaria from the world is $100 
million, whereas the present cost each year to the economy of the 
world is more than $100 million? 

Dr. CamMpBELL. Yes, sir, there is no question about that. In the 
United States during the period before eradication of malaria it was 
estimated conservatively by the best economists that this disease in 
our country cost our economy $500 million a year. We began to 
realize that malaria was nearly eradicated in 1950 and one can say 
that we have gained $500 million each year from the fact that this 
disease is gone. 

Mr. Jupp. What was the cost of eliminating it in the United States? 

Dr. Campse.u. I have that figure in general terms. It cost us 
approximately $54 million from Federal, State, and local funds to 
accomplish this task during the period from 1942 to 1953. 

Mr. Jupp. Thank you very much. 

Acting Chairman Morgan. Mr. Fulton. 

Mr. Fuuiron. When we in this country are at a governmental level 
deciding on entering on new domestic public works programs with 
an expenditure of public funds for public improvements we look at the 
economic benefits that will be gained in the particular locality and 
then likewise to the expected increase in gross national product. 

I would like to have a statement put into the record as to the gain 
to the gross national product of the recipient countries, from the 
investment guaranties that have already been issued by you, as well 
as what might be expected on the pending applications for invest- 
ment guaranties. That would mean how much there would be in 
anticipated new products, how many new jobs will be created, what 
kind of markets there will be and then likewise what ancillary indus- 
tri¢és will come through the original investment by these private 
investors in these countries. 

I believe we should have some authoritative statement which could 
be used by small-business men as to the tax benefits these businessmen 
of all types can get under United States laws by the investing abroad 
in countries where we have country agreements that have now been 
executed to provide for guaranty programs, or are at present under 
consideration. 

Second, on that statement, I believe there should be supplied for 
the record the statement of the tax inducements and tax benefits, 
whether depreciation or otherwise, that can be obtained in recipient 
countries, both in countries where the United States has agreements, 
as well as in the countries where we have negotiations pending for 
guaranties. 

Mr. WarpeN. Some of those questions are a little tough to perform 
on, sir, but we will do the best we can. 

Mr. Fuuton. You can see that small business cannot use the 
facilities because they do not know a lot of these things and do not 
have the facilities themselves to develop these facts, so they might as 
well be provided for small business right here in these hearings at this 
particular time. 
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Mr. WarpDeEN. Very good. Very good. 

Acting Chairman Morean. Dr. Judd. 

Mr. Jupp. Were any funds transferred to administration from other 
parts of the program under the various transferability authorities? 

Mr. Cook. No funds were transferred, Dr. Judd. 

Mr. Jupp. It was pointed out the other day that there had been 
such transfers of funds, but that did not happen on administrative 
expenses. 

Mr. Cook. That is right. 

Acting Chairman Mor@an. Mr. Fulton. 

Mr. Futton. One of the main troubles for small business is that 
ihey have no leads to develop business in foreign countries. 

Could you then insert in the record on these countries where the 
United States has either agreements for guaranty programs or nego- 
tiations pending, how a small-business man starts to find out an 
investment prospect in those countries? Where does he go? Who 
does he see? 

What might be the financial institutions or what particular agency 
of the government of the recipient country should he contact? 

That information should include the name and the address and the 
general directions and methods so the small-business man has some 
directions as to what steps to follow. 

Suppose you had a small-business man from the Pittsburgh area 
who belongs to our Smaller Manufacturers Council and I said to you 
that I was going to send him in to see you about what kind of invest- 
ments there are abroad in these countries where he might be interested 
in attaining guaranties. I would like you to explain that generally 
for the record as if you were talking to that kind of a small-business 
man. 

At the start of the program the question came up whether ‘this 
was to -be-used simply for new-plants and entirely new equipment or 
whether it was to replace old lines or add to current lines of production. 

I wish you would put in the record how that has been met. 

I would likewise appreciate your putting in the record the various 
fields where you feel this program could be used to implement and 
accelerate foreign-trade and investment, that American business has 
not yet taken advantage of. There are certainly broad fields that 
are left uncovered. 

Mr. Farsstern. Do you have a public-relations counsel attached 
to your staff? 

Mr. WarpDEN. To our own direct staff? 

Mr. Farsstern. Yes. 

Mr. WarRDEN. No, sir. 

Mr. Farsstern. Have you ever requested public-relations counsel? 

Mr. Warpen. Well, I believe that sort of thing would be probably 
illegal. 

Mr. Farssterxn. You know what I am getting at, Mr. Warden, do 
vou not? 

The point that I seek to get across is that this phase of our affairs 
is fairly important and the knowledge of it should get around to 
business people, both for their own benefit and also for the benefit 
of these foreign countries. How is that information going to be 
disseminated unless there is somebody to do so? 
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I don’t ask the question in a frame of levity. I am putting it in 
all seriousness. 

Mr. Futron. The Appropriations Committee has specifically taken 
that upon themselves to limit the expenditure of funds in this pro- 
gram so that they cannot under any circumstances be used for that 
purpose. 

Acting Chairman Moraan. There is a limitation on funds for 
propaganda. 

Mr. Jupp. But the fact is that in this particular agency it would 
pay us in the long run and get our job better done if we paid a com- 
mission to train people to go out and sell investment guaranties. 

Mr. Farsstern. It seems to me some method should be found 
whereby information of this type could be disseminated. 

Mr. Jupp. They have this handbook but they send it out only if 
somebody asks for it. 

Mr. Futron. On that point, I have known of that handbook. 
Why do you not put the highlights of that handbook into the hearings 
at this point? Would you? 

Mr. Warpen. We will do that. 

Acting Chairman Morgan. We will meet for a short executive 
session at 2:30. 

(Whereupon, at 12:35 p. m., the committee recessed, to reconvene 
at 10:30 a. m., Wednesday, March 19.) 
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WEDNESDAY, MARCH 19, 1958 


House or REPRESENTATIVES, 
CoMMITTEE ON ForEIGN AFFAIRS, 
Washington, D. C. 

The committee met at 10:30 a. m., in room G-3, United States 
Capitol, Washington, D. C., Hon. Thomas E. Morgan (acting chair- 
man) presiding. 

Acting Chairman Morgan. The committee will please come to 
order. 

This is a continuation of the hearings on the Mutual Security Act 
of 1958 which includes authorizations for the fiscal year 1959. 

We have the honor and the privilege this morning to have the 
distinguished Member of the House, Hon. Porter Hardy, head of the 
International Operations Subcommittee of the Government Opera- 
tions Committee. I see he has come really prepared this morning. 
He has brought his entire backfield along. 

Mr. Hardy, go right ahead. 


STATEMENT OF THE HON. PORTER HARDY, JR., AREPRESENTATIVE 
IN CONGRESS FROM THE STATE OF VIRGINIA 


Mr. Harpy. Mr. Chairman, I want to express appreciation on 
behalf of our subcommittee for the privilege of coming and visiting 
with the Foreign Affairs Committee. 

I would prefer that we consider it a visit rather than as a formal 
appearance for the purpose of presenting testimony because certainly 
this subcommittee does not come with any idea of being able to tell 
the Foreign Affairs Committee how to write a bill. I think it may be 
that some of our observations, growing out of the studies we have 
made, will be of some help to the Committee on Foreign Affairs in its 
deliberations and if that is the case, we shall all be glad. 

I was glad that you extended your invitation to our entire sub- 
committee and I am delighted that three other members have joined 
me here. 

Mr. Meader also wanted to be present and it may be that he will 
come in a little late, but he had a conflict that made it impossible for 
him to be here at the beginning. 

My thought would be, Mr. Chairman, that we might try to develep 
something of a discussion which could be participated in by all of the 
members of our subcommittee who are present, rather than trying to 
be too formal in the presentation. 

I do have a brief statement that I can read and I think it might be 
helpful to do that, to start the discussion and indicate the manner in 
which our subcommittee has approached this general subject of foreign 
aid. 
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Acting Chairman Morean. That will be fine. 

Mr. Harpy. With your permission, I will read this statement first, 
and then we can just get into any discussion as you may see fit. 

Acting Chairman Morean. Go right ahead. 

Mr. Harpy. Mr. Chairman, it appears to me that there are two 
major deficiencies in the mutual security program. These are (1) 
lack of planning by the executive branch and (2) lack of control by 
the Congress. ‘These are complementary deficiencies, in that one re- 
inforces the other, and there is a demonstrable tendency toward chaos. 

Lack of planning is apparent at several levels—in the overall mutual 
security budget presentation, in individual country programs, and in 
individual projects within those programs. 

So far as the budget presentation is concerned, | believe we pretty 
well documented our position in a subcommittee report last year. 
That report also goes to the question of individual country programs, 
which is further considered in a report we issued just this past month. 
I assume your familiarity- with those two reports, and I note that’you 
have a copy here this morning, and I will not labor again the points 
covered there. We have copies left in our files, if anyone was in- 
advertently overlooked. 

The lack of planning in individual projects is perhaps nowhere so 
well illustrated as in three major highway construction projects being 
undertaken by ICA in southeast Asia. On Monday next we will 
commence hearings on these particular projects, and other aspects of 
ICA’s contract administration, in order to develop further the record 
our inquiries have already revealed of haste, ineptitude, waste, and 
questionable conduct. 

In these highways projects, all manner of administrative irregulari- 
ties and slipshod proceedings have been countenanced in the name of 
urgency. ICA is great, you: know, for maintaining that.each particu- 
lar project must be done right: now if the skies are not to tumble. 
There is only one catch, so far as these particular projects are con- 
cerned; we have been led to wonder if the actual completion of these 
projects has not been delayed by this haste to get on. Certainly, 
quality has suffered, and it would appear that cost has gone up, too. 
Let me invite you to consider the wisdom of such proceedings as these: 
Adopting a general policy of cost-plus-fixed-fee contracts; choosing a 
successful bidder mainly on the basis of lowest fee bid, without regard 
for his cost estimates; encouraging the contractor to do his own pro- 
curement of construction equipment, even permitting him to buy 
used equipment from himself without adequate determination of 
value; letting contracts to the engineer and the construction con- 
tractor at the same time, so the engineer is never more than a hop- 
skip-and-jump ahead, and so that no clear cost estimates are in prior 
to awarding the construction contract. 

Planning deficiencies are apparent not only in the administration 
of these.projects, but in their very inception. Because of some of the 
practices I have just noted, it is rare indeed for the Congress to be 
advised—or even for ICA to know—at the inception of a project how 
much it is going to cost before it is completed. The purpose of the 
project is often very vague. 

Certainly we all agree, in the so-called underdeveloped countries 
especially, that almost anything they get is of some help and value to 
them. Often it is highly debatable, however, if the projects selected 
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represent the most effective use of available aid dollars, whether from 
the recipient country’s standpoint or that of the United States. It 
appears that sometimes a mixing together of economic, political and 
military ‘‘justification’’ results in the selection of a project well down 
on. the list of priorities if looked at from any single viewpoint. 

Let me discuss for a minute now this question of the lack of con- 
gressional control. Frankly, I have been disturbed about this prob- 
lem since just about the first time I commenced serious study of the 
foreign-aid program. In our study of ICA’s budget processes last 
year, the subcommittee touched on this at several points, concluding, 
among other things, that: 


> 


The “illustrative” method of budget presentation does not bind ICA to carry 
out any of the activities proposed to the Congress. In fact, it permits the agency 
complete discretion in the use of funds, free of the re straints, checks and balances 
generally imposed upon the executive branch. It does not provide the Congress 
with a full understanding of what the agency is doing, what it has done, and what 
it intends to do. 

We recommended that the President get a contingency fund for the 
unplannable part of the mutual security program—the contingencies 
and emergencies—and that his flexibility in changing around the uses 
of those funds illustrativ ely programed be curtailed considerably. 
The President did have an emergency fund last year, but nothing was 
done about curtailing flexibility in the use of other funds, sup- 
posedly planned for particular uses. I introduced a limiting amend- 
ment on the floor, which passed the House, but it was withdrawn 
from the bill in conference. 

I think maybe that if the Foreign Affairs Committee had joined in 
sponsorship of that amendment, it might have stuck, but that is beside 
the point. 

[ notice that in this year’s budget presentation, ICA wants two 
contingency funds. One is to be called a contingency fund, and will 
be for contingencies and emergencies. Last year the contingency 
money was under a category “known as special assistance. This 
year ICA apparently wants special assistance continued, but they 
purport that these funds will be used for purposes not quite so emer- 
gent nor contingent. 

If I read the presentation material correctly, this special assist- 
ance category comprises simply economic grants, something we 
presumably did away with last vear when we set up the Development 
Loan Fund. 

Now it looks to me as though this special assistance category is set 
up this year to try to end-run some of the objections that have been 
raised to the consistently nonmilitary uses of defense support. 

I notice that ICA has “tightened”—and I use that with quotation 
marks around it—the definition of defense support again this year. 
This “tightening” is brought about this year, as it was last year, by 
the introduction of a magic word. Last year the word was “specifi- 
cally” —this year it is “significant.” I hope we will discuss that a 
little more later on. 

Recipient countries will be eligible for defense support this year, 
under the ICA proposal, only if the military forces we are supporting 
in that country are “significant forces.’”” A marvelous instance of the 
mountain laboring to produce a mouse—after this tightening, three 
countries have been moved out of defense support and under the 
special assistance umbrella—Libya, Morocco, and Ethiopia. 
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I am worried about the name ‘‘defense support” because I think we 
sell ourselves short. The alternative suggested in your hearings the 
other day, “economic aid for a military purpose,” I believe it was, or 
something like that, bothers me just as much. One reason I am 
bothered is that I just cannot find any connection with military 
matters except that it just happens that in the same countries where 
we have defense support we also have military-aid programs. 

I just cannot find out how the levels of aid—dollar amounts—of 
defense support programs are determined. Sometimes | think the 
ICA people just do not know; I cannot believe they could have evaded 
explanation so long if they did. Maybe they are indirectly related 
to the level of military forces in the country concerned; maybe the 
economic desires of the recipient country play only a secondary role; 
maybe the levels are never set by political negotiations; maybe. I 
think in a good many cases they are. 

The second reason I am bothered is a psychological one. The 
Russians accuse us of being interested only in cannon fodder in these 
Asiatic countries. Some of the people who live in these countries 
have expressed themselves the same way. 

Now, if we are really doing something nonmilitary, like building 
roads or dams, we might at least get the credit for it. If this is eco- 
nomic aid, let’s call it economic aid. The Congress can be trusted 
with the facts—they do not need to have those facts ‘sugar-coated.”’ 
And that goes for the public as well. 

I note from a newspaper report of the other day, quoting the testi- 
mony of Mr. Ohly of ICA, that he does not seem to think our sub- 
committee understands what defense support is all about. He surely 
has downrated us. I think Mr. Ohly has missed the point of our 
report—it may even be that he has not bothered to read it. 

Our conclusion was that careful study of the presentation docu- 
ments, including perusal of all the fine print, makes the definition of 
defense support pretty clear. 

Unfortunately, however, the broad statements of State Department 
and ICA witnesses before the several committees, which are generally 
the basis for the views of members at large who do not have the time 
to go into all the details of this business, give an entirely different 
picture. The picture they give is that defense support is pretty closely 
tied to military matters. As Mr. Ohly will affirm, this just is not in 
accordance with the actual facts, and that is another fact that I hope 
we will discuss in some detail a little bit later on, because the oral 
testimony which is frequently presented to congressional committees 
by ICA does not conform very closely to the printed definitions and 
purposes set forth in the presentation books. 

Now I am worried about “Defense support’ and all the other 
labels as well, for another reason. I want to stress that this is not just 
a semantic objection. No matter what the several parts of the program 
are called, there are ostensibly several categories of aid with different 
objectives. When these categories are ill defined, and when the legis- 
lation states their purposes so broadly as it does at present, it some- 
times becomes difficult to tell them apart. That was true of develop- 
ment assistance and defense support prior to last year; it will probably 
be true of defense support and special assistance next year if the 
bill as now drafted becomes law. 
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Now I do not have a draft of the bill before me, nor any specific 
amended provisions to offer. I think the law provides that marking 
up the bill is initially the prerogative of your committee. Certainly 
the Committee on Foreign Affairs should be the best prepared group 
in the Congress to articulate congressional policy on the subject of 
mutual security. I hope that this committee will, however, in carry- 
ing out its functions, bear in mind that the law presently states the 
legislative purpose in such loose terms, and delegates authority to the 
Executive with such flexibility, that congressional control, other than 
of the purse strings, is virtually nonexistent. 

Gentlemen, I believe that many Members are aware of this abdica- 
tion of congressional control in the mutual security legislation, and 
that the number of votes showing up there in the “‘Nay” column each 
year reflects, to some extent at least, a protest by those who feel that 
the only way the Congress as a body will be permitted to control 
this program is by stopping it entirely through cutting off its funds. 
I hope that the committee will see fit to introduce sufficient safeguards 
into the bill to overcome this type of thinking. 

In this connection, I would like to close by quoting a recommenda- 
tion from our most recent subcommittee report, on the use of defense 
support funds: 

That the Congress study possible amendments to the mutual 
security legislation, with the object of making congressional intent— 
with regard to objectives, standards, and criteria applicable to each 
category of aid—so clear that there will no longer be any excuse for 
misinterpretation. 

Thank you, Mr. Chairman, for giving me a chance to express these 
views in a rather broad sort of way. 

Acting Chairman Morean. Thank you, Mr. Hardy. 

The committee will proceed now under the 5-minute rule. 

Mr. Hardy, would your criticisms of the defense-support program 
be changed if we changed the name? 

Mr. Harpy. I do not think it makes any difference what you call it 
as long as it stays so confused. You’ve got everything included 
in there. 

Acting Chairman Moraan. Do you feel we should take defense 
support, special assistance and the contingency fund and group it 
all together and call it economic aid? 

Mr. Harpy. No, I would not say that because that would be a 
misnomer too. Certain elements of it are defense support. Certain 
elements are purely political and I find very little justification in our 
appropriating funds or authorizing funds under the name defense 
support when actually the purpose is political. I think it is a mis- 
nomer and it ought not to be done. 

If there is need in a particular country for the availability of funds 
for political use without disclosing the purposes for which they are 
used, let’s provide for that, but let’s not call it defense support. 

Acting Chairman Morean. Did I understand you to say that your 
subcommittee is going to resume hearings next week on three projects 
in southeast Asia? 

Mr. Harpy. That is right. 

Acting Chairman Moraan. These three projects are all concerned 
with defense-support funds? 

Mr. Harpy. That is right. 
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Acting Chairman Morean. Mr. Chiperfield. 

Mr. CuiprerFieLD. Mr. Hardy, we are very happy to have you 
before our committee, together with your subcommittee. We are 
glad that you are interested in this subject, and I believe you have 
made some very valuable and.constructive suggestions. 

This committee has been disturbed about the term “defense sup- 
port,” just as your committee has. We would like to have your aid 
in arriving at some conclusion or definition as to how to designate this 
term ‘‘defense support.” 

We do not like it. You do not like it. 

Have you come to any conclusion as to what we should call it? 
What would your definition be? What is your suggestion? 

Mr. Harpy. I think one of the problems involved in the misnomer 
of defense support goes back beyond defense support itself. It goes 
back to the ‘‘level of forces’’ as first established presumably by the 
National Security Council. 

I do not know whether it is actually done that way or not, but 
that is the way it is supposed to be done. 

Sometimes the level of forces is established on a basis of political 
considerations rather than on a basis of military considerations. 

Well now, even in that kind of a situation, I think we put ourselves 
in a rather awkward position to talk about justifying this as an item 
of defense. A military establishment in a foreign country has been 
established—in connection with the internal political situation of that 
country—and that is frequently what is done. 

I would like, if I might, Mr. Chiperfield, as long as you raised this 
point, to comment a little bit on this word “specifically” that was 
added last year. 

From the discussions that I heard, I certainly got the impression 
that the word “specifically”? was intended to limit the uses to which 
defense-support funds could be put. 

Now, we learned differently from subsequent testimony which we 
took. Maybe the members of the Foreign Affairs Committee knew 
what was intended, but we did not, and I do not believe the average 
Member of the House had any idea that defense-support funds could 

be used for just any purpose that the administration chose to use 
it for. The definition is so broad that there is no restriction on what 
it can be used for notwithstanding the fact that the word “specifically” 
was put in there for a purpose, and I think it was put in there—well, 
it served to confuse rather than to clear up. 

Mr. Cuiprerrietp. Well, Mr. Hardy, of course, it is the prerogative 
of this committee and the duty and responsibility of this committee 
to mark up the bill, and we are going to be faced with this very prob- 
lem; how to define “‘defense support”; what shall we call it, or whether 
we should use “defense support”? to describe what we mean. We 
would welcome suggestions as to what you would do in our position. 
What have you got to say? 

Mr. Harpy. | think there are a lot of things Penn done in the 
name of defense support that could be more properly called economic 
aid. If they are economic aid, let’s call them economic aid. 

If you are going into a question of providing an amount of aid that 
would support a military establishment of predetermined size—and 
that is what defense support is supposed to be—in most cases that 
we have seen you could do it a heap less expensively by providing the 
the necessary funds to pay the military costs directly, instead of seek- 
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ing to accomplish a buildup of the governmental economy so that 
they could afford that military establishment, through some of the 
projects we are using. We talked about roads a minute ago. Can 
anybody tell what the economic significance of the road construction 
in—well, in any 1 of the 3 countries in southeast Asia—is contributing 
to the immediate support of that defense establishment? It is minor 
compared to the amount we are spending. We could spend hundreds 
of millions of dollars in order to get a few million dollars of actual 
support to the defense establishment. 

Mr. CuiPERFIELD. Thank you, Mr. Chairman. 

Acting Chairman Moraan. Mr. Carnahan. 

Mr. Carnanwan. Mr. Hardy, we are certainly delighted to have you, 
as chairman of the International Operations Subcommittee of the 
Committee on Government Operations, to pay us, as you call it, a 
visit, and we are also glad to have other members of your committee 
with you. I appreciate your coming, and I am sure that other members 
of the committee appreciate your coming, and I think that this is the 
thing that there ought to be a little more of in the future than we 
have had in the past. Is it your opinion that, perhaps, the mutual- 
security legislation needs more work in more clearly defining “defense 
support” than in any other section of the bill? 

Mr. Harpy. That is my present thinking about it; yes. That 
defense support is the weakest of the areas of the mutual-security 
program at the present time. Maybe some of the other members 
of the committee would like to comment on that, but that is my 
personal feeling. 

Mr. CarNAHAN. Are we to ask questions of any of your colleagues? 

Mr. Harpy. I would be delighed if they would participate. They 
are just as qualified to discuss these matters as I am. 

Acting Chairman MorGan. You may question any of our colleagues. 


STATEMENT OF HON, CHARLES B. BROWNSON, A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF INDIANA 


Mr. Brownson. I do not think, Mr. Carnahan, it is so much a 
problem of redefining the term ‘‘defense support” as it is recategorizing 
the types of aid. 

Mr. Carnauan. I tried to frame my question to include work on 
the defense-support section, both defining and deciding what can or 
cannot be done under defense support. 

Mr. Brownson. Our first approach would probably be that, where 
the level of these forces is determined on a political basis, the whole 
funding should come from political funds. From there on, it would be 
a recategorization and a redefinition of each of the funds rather than 
attempting to redefine ‘defense support” alone. So far as I am con- 
cerned, after your attempt to strengthen that definition last year by 
the addition of the magic word, we did not achieve very much. At 
least, when we called Secretary Dillon to testify, he seemed to feel he 
still had virtually unlimited authority under the new definition, which 
included the word, “specifically.”’ 

Mr. CarnaHAn. I am sure that other members of the committee 
feel as I do, but, speaking for myself, I shall welcome any suggestion 
that members of your committee have to make on this point, or any 
other part of the bill. I will ask, further: Is it possible to completely 
separate political elements in the country from their defense needs? 
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STATEMENT OF HON. HENRY S. REUSS, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF WISCONSIN 


Mr. Reuss. I would say this, Mr. Chairman and Mr. Carnahan; 
that all of the things we do under the present so-called defense support, 
the Development Loan Fund, technical cooperation, they all partake 
of a part-military, part-political, part-economic, part-social, and part- 
payehobogiend aspect. I think a great deal of the difficulty comes from 
assigning to this thing we are talking about the name, “defense 
support,” as if it had some particular alliance with the military. 

Further along the lines just discussed by my colleague, Congressman 
Brownson, it has seemed, to some of us at least, that a straightforward 
and honest set of labels might be something like the following: 

“Military Assistance,” just as you have it now. 
“Economic Aid-Grents” 

“Economic Aid-Loans”’ 

“Economic Aid-Technical Cooperation” 

And, finally, one other fund, called ‘‘Special Assistance” or ““Contin- 
gency Fund”, or whatever you want to call it, for these special situa- 
tions. This would place the primarily economic assistance in its proper 
focus and recognize that they all partake, to a degree, of this multiple 
purpose. There are many other ways of doing it, but, in line with 
the question of Congressman Chiperfield and yourself, that is one way 
in which it could be done. 

Mr. Carnanan. Then, what has heretofore been classed as defense 
support might be placed in a special fund, or contingency fund. 

Mr. Reuss. I would think what has heretofore been defense support 
would be economic aid-grants, which is just what it is. It is either 
aid which is primarily commodities, and which generates counterpart 
as an incident of that, or it is making available dollars, that is, gener- 
ating the counterpart first and then trying to find reasonably accept- 
able imports to fill that part of the program. 

Mr. CarNAHAN. Would you then leave the impression that. all 
economic aid grants would be for military purposes? 

Mr. Reuss. Just to the contrary. 

Mr. CarnaHan. It seems we have a mixed category there. If you 
are going to see economic aid in grants, you would want a portion of 
that labeled as military and another portion as economic, among the 
grants? 

Mr. Reuss. I would prefer it not be labeled “Military” at all. I 
subscribe strongly to what Mr. Hardy said a moment ago; that we 
lose credit in the propaganda warfare, which is important, when we 
call most worthy economic projects defense support. 

The Communists then make haste to point out that we are just 
interested in guns and are not interested in people, which, of course, 
is a malicious libel upon us, but, to a degree, we invite the libel by 
dressing much helpful economic aid in these military vestments. I 
would give it a name like economic aid grants, which has no military 
connotation whatsoever. 

Acting Chairman Morean. Mr. Vorys—— 

Mr. Vorys. Gentlemen, you seem confused as to the definitions of 
“defense support,” and I confess that I am confused as to the defini- 
tions of the respective jurisdictions of your subcommittee and our 
whole committee. Our committee has to labor with this gigantic 
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problem, and we welcome aid from any source. Of course, we are 
glad to have you here. But in your report you say, and I quote: 

The definition of ‘‘defense support” is interpreted so broadly by the executive 
branch that it is virtually impossible to determine whether or not an expenditure 
made under it is in accordance with legislative intent. 

I want to call your attention to the fact that the legislative intent 
of defense support, if you consider the history of it, is very broad and 
that definition and its background were written in this committee at 
a time when the executive branch wanted to make a distinction be- 
tween defense support and development assistance. 

I think I made the motion that whenever a country had a big 
military program that the country was unable to sustain, that then 
the economic aid that went in there from us was supporting the 
defense of that country and it was silly to attempt to draw arbitary 
lines. 

The executive branch has repeatedly recommended the tightening 
of defense support, and this year they are, as you know, administra- 
tively limiting defense support and not calling their aid to Libya, or 
Ethiopia, for instance, defense support, even though they have a 
military program. 

Now, Mr. Hardy, in his statement this morning said that there 
was in this a mixture of military, economic, and political justification. 
That is true, and that is the way life is in this naughty world at 
present and if you gentlemen don’t understand it, we do. In almost 
every country where we do anything or do nothing, there is a mixture 
of military, economic, and politica! problems. 

Now, if you want to take a broad enough view, everything we do 
in this bill—military hardware, defense support, technical assistance, 
is economic aid as far as the American taxpayer is concerned. It 
costs American economic dollars to buy military equipment. 

To point that up let me remind you that there is $1,300 million 
of military equipment that has been sold for dollars abroad under 
this program. That wasn’t military aid to the other country because 
they paid for it and it is not included in some of the totals here, but it 
helps with our own defense problems. I think this should be to help 
explain the whole thing. We may label a tank or ammunition that 
goes abroad military aid, but it is economic aid as far as our taxpayers 
are concerned, for it costs money, and that involves economics. 

On the other hand, to go to this matter of defense support, un- 
questionably all through the years, on the floor and in committee 
reports, we have said that it is economic aid which has a special 
military significance. 

Now, your committee which I felt is especially designed and 
especially able in studying the performance of Government programs 
to see whether they conform with legislative intent and so forth, your 
committee may be able to take a highway project in Cambodia or in 
Korea where they need it to help their economy, where it helps develop 
their country and where it is of military use, and apportion the amount 
of dollars or aid that should be put in each of those categories. This 
committee has in general been unable to draw those fine distinctions. 

It seems to me, to be perfectly frank about it, that this is an ex- 
tremely unimportant discussion for all of us to be engaging in seman- 


tics here, as to what is defense support and what is this and what 
is that. 
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I am perfectly sure that if the executive branch brought up just 
two items: (1) Military hardware and training; (2) economic aid; the 
first thing Congress would do would be to say, ‘“‘We will break down 
that economic aid and kind of classify it.”’ 

To me, I would be so interested to know what part of the program, 
what kind of aid you think should be eliminated entirely. That is the 
important question. I would be glad to have your comments. 

Mr. Harpy. I would like to comment on it. I would like to com- 
ment on it from this standpoint: I think all of us recognize that it is 
pretty hard to separate out what may be strictly political and what 
may be strictly economic aid, from any possible contribution to the 
support of the defense establishment in a host country. 

J] don’t think, however, that our subcommittee is limited to concern- 
ing itself with a specific project. I think our responsibility goes a 
little further than that and if defense support as currently administered 
is in complete conformance with congressional intent as you describe 
it, then I have to confess that I have been ignorant of congressional 
intent in times past, and I must also suggest that there is probably a 
vast number of my colleagues in the Congress who are just about as 
—— as I am-—was on the subject until I got into this thing more in 

etal. 

Now, most of us had understood that the use of the word “‘specifical- 
ly” last year would have the effect of tightening up the term ‘“‘defense 
support.” We know now that it did not if it was so intended. It 
must have been meant to create an effect on the floors of Congress 
rather than to limit the activities of the agencies at all, because it did 
not limit them. They tell us, “Why, we’ve got all the authority we 
want. It is in the presentation books. No; we didn’t outline all the 
fine print in the presentation books in our oral presentation, but there 
it is, and if anybody questions our right to spend this money for any- 
thing that we see fit, we’ve got the congressional intent behind us, 
based on our presentation books.” 

Now, | submit that the Congress generally—well, in my opinion— 
had no idea that this thing was handled as loosely as it is handled. 

Now, with respect to this question of what properly constitutes 
defense support and the contention that economic aid of any sort does 
contribute to the ability of a government to support its defense forces, 
I think all of us agree to that. But how is the amount determined? 
What does your committee have to do with the projects that are 
employed? 

What is the relationship between the actual cost of defense forces 
in any country and the amount of money we spend? 

There isn’t any relationship. 

Now, if there is a need for $10 million to actually support the level 
of forces that have been previously determined, does it make sense 
for us to spend $100 million to get that $10 million worth of forces? 

Mr. Vorys. Could I just ask you this question: You mention that 
there is a mixture of economic, military, and political justifications. 
I think we all know what we mean by political justifications in such 
matters. 

Do you think it would be helpful to our foreign policy for us to 
attempt to put a price tag and separately label the political justifi- 
cations? 
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Mr. Harpy. I don’t think we would want to put a label on them, 
but most of us have thought some of the funds provided for contingen- 
cies and emergencies were to be used for that kind of purpose, and to 
be used with some discretion. 

Mr. Vorys. For instance, political considerations have to do we 
will say with the stability, the political stability of a country; whether 
the Government can hang on, or whether it is going to be upset from 
within by a Communist conspiracy. We consider all that during our 
hearings. 

Should we attempt to bring that out and put a price tag on it, or 
should we ignore that? 

Mr. Harpy. Nobody on our committee has ever suggested that 
there ever be any delineation of the specifics that go into political con- 
tributions. Nobody has suggested that there be any outline of the 
political purposes or any limit on the political purposes for which 
special funds could be used. 

Mr. Vorys. No, but I mean defense support money, in addition to 
military and economic purposes, often serves political purposes. 
Don’t you think so? 

Mr. Harpy. If you follow that to the ultimate then let’s give the 
President a total lump sum and say, “Spend it as you see fit for any 
purpose you choose,” and you would accomplish just as much as you 
are going under your present definitions. 

I am not going to vote for it, however. 

Mr. Vorys. If we did that, then Congress immediately the next 
year would start getting up a new set of definitions which would 
probably be confusing. 

Mr. Harpy. I don’t mean to be argumentative on this, but I am 
just wondering if that last question you raised is a suggestion that the 
term ‘“‘defense support” was used in order to get it passed by Congress. 

Mrs. Keutuy. 1 didn’t hear our colleague’s last statement, Mr. 
Vorys. 

Would you permit Mr. Hardy to repeat his last statement? 

Mr. Harpy. My whole question was just whether or not this dis- 
cussion—it leads me to raise a question as to whether the use of the 
term “defense support” actually was employed in order to get approval 
of the Congress. 

Mr. Vorys. No; defense support was originated I think in about 
1951, because we wanted to have as descriptive a label as we could 
for the economic assistance that went to countries that couldn’t 
support the military forces that our Joint Chiefs thought would be 
advantageous to our security. That is the reason for it and the pur- 
pose of the definition. 

Mr. Harpy. That is proper. I think all of us would agree that is 
proper, but the thing is broadened each year. 

Mr. Vorys. Thank you very much. 

And may I say we are glad to have you here and to consult with you. 

Acting Chairman Morean. Mrs. Kelly 

Mrs. Kxrtiy. I want to join in the last statement of Mr. Vorys. I 
think it is most helpful to have this committee before us and I think 
their criticism should be well taken because we are all after the same 
objective. 

{r. Hardy, is the scope of your subcommittee limited to the eco- 
nomic operation of this program? 
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Mr. Harpy. Let me quote from the statute—and I think I can 
quote verbatim from the Legislative Reorganization Act which says 
it shall be the duty of that committee to examine the operation of 
government at all levels to determine its economy and efficiency. 

That is pretty broad authority. 

Mrs. Ketuy. I am not trying to define the scope of your committee, 
but I would like to discuss the military program. I do not know if I 
should reserve those questions for Congressman Holifield. 

Mr. Harpy. Well, actually, under the breakdown of responsibili- 
ties within the Government Operations Committee, the military does 
more properly fall under his jurisdiction than under mine. 

Mrs. Keuiy. Did you enter into the military operation of this 
program in any way? 

Mr. Harpy. On this specific trip that we took, we did have special 
responsibility with respect to the military. 

Mrs. Ketuiy. Thank you. 

I am not worried about this ‘‘defense support’’ definition as much 
as everyone else is because I feel no matter what we call it, whether it 
is military or economic, it is necessary for the security of our country. 

If we separated this program into outright military aid and economic 
aid, do I understand you to say that you would prefer giving an out- 
right dollar value for the military items that we give? You mentioned 
$10 million and a hundred million dollars. Before you answer 
that—— 

I would like to bring up something in defense of Mr. Ohly. I 
think at this time he is one of the most dedicated people in public 
service and I think he must have been misunderstood by your com- 
mittee because I would like to read one statement, if I could, at this 
point: 

How does defense support help a country to make such a defense contribution? 
It does this by providing resources which are necessary to the country if it is to 
maintain these forces but which the country cannot from an economic standpoint 
or will not because of political reasons, and those political reasons are very im- 
portant in certain cases, to provide for that purpose. 

Now, are you aware, Mr. Hardy, that the ones to whom we give 
defense support for 12 nations, are those to whom we are bound with 
See pacts, NATO, SEATO, Baghdad, and 2 others where we have 

ases? 

Mr. Harpy. I am very well aware of it. 

Mrs. Keuty. In other words, you feel that we should give them 
outright military aid and cut off the defense support or make the 
latter economic aid. 

Mr. Harpy. Not at all. Not at all. The point is simply this 

Mrs. Ketuy. My question is badly put. May I rephrase it, Mr. 
Hardy? 

Would you agree to economic support to a country if that economic 
support helped them to maintain the necessary military establishment, 
if we called it economic? 

Mr. Harpy. I think that would be an improvement, to call it 
economic, if there is a minimal amount of support that they really get 
in terms of supporting their defense establishment and that is the 
situation with respect to a good many of the projects that are going 
on now. If you are concerned only with defense support, the amount 
of money it takes to provide that defense support is a small part of 
what we are spending. That is the point I am trying to get at. 
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Now, to the extent that the other is long-range developmental or 
economic aid, it ought to be so labeled. 

Mrs. Ketuiy. Let us assume we break this down into outright mil- 
itary and economic. To what degree do you believe there should 
be flexibility within these categories? 

Mr. Harpy. Flexibility to whom? 

Mrs. Kexuiy. The President. Ten percent and 15 or whatever 
you call it. 

Mr. Harpy. Personally, I think we have given him too much 
flexibility and I think we ought to cut it down. e is provided special 
funds and he ought to have special funds for political uses and for 
emergency uses. 

Mrs. Ketty. In other words, if we earmark something for X proj- 
ect, it should continue for that project and the President should not 
have the right to transfer the funds. 

Mr. Harpy. Unless you do that you are going to continue to have 
a most haphazard administration and a very poor followthrough which 
currently exists in every country where we have any substantial 
defense-support activities going on. The administration of the various 
projects in most cases is extremely poor and where you don’t have 
followthrough on them, it is going to continue to be that way. 

Mrs. Ketuiy. Would you discuss briefly your statement in your 
report on page 11, “‘Military assistance advisory groups abroad om 
no real part in selection of projects.” 

Mr. Harpy. I will give you an illustration of that. 

That question was raised with every military assistance advisory 
group that we visited. I notice there has been some discussion of the 
part that the MAAGS play in this thing, in discussions before your 
committee. 

There are a number of projects that could have military significance 
and may eventually have some military significance, but the possible 
effect of those, militarily, was not discussed with the MAAG people. 

In one particular country we raised a question about whether or 
not a major road program was considered by the MAAG to determine 
its military desirability. The answer was: 

No, they didn’t say anything to us about this. The first we knew about it was 


when the program was presented to the country team and we approved the pro- 
gram as they had presented it. 


So we asked, would you have approved this from a military stand- 
point? And they answered: 

It will have some military value, but there are other roads which would have 
been of much more military significance than this. 

That is the point we were trying to make. 

Acting Chairman Morean. The gentlewoman’s time has expired. 

Mrs. Bolton 

Mrs. Botton. Welcome to our city, gentlemen. 

I want to ask whether basically your committee is of the opinion 
that there is or is not justification for the United States attempting 
to strengthen the smaller or less able countries of the free world in the 
interests of the United States in the world effort to resist communism? 

Mr. Harpy. From my personal point of view, the answer is defi- 
nitely “Yes.” 

Mrs. Botton. You all agree with that? 
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Mr. Brownson. I don’t think there would be any disagreement on 
the part of any member of the committee. 

Mr. Reuss. Emphatically. 

Mrs. Bouton. Do you think there is justification for us to help the 
various countries unable to help the military forces we feel important 
to the whole with reference to their economic need? 

Mr. Harpy. The answer to that is definitely ‘‘Yes.”’ 

Mrs. Botton. Have you defined the matters of which you have 
been talking with us? 

What is your definition—we have been searching for definitions and 
we do each year. Possibly you have found one. 

Mr. Harpy. If I had one personally, I would have submitted it to 
the committee. If I had had one last year, I would have submitted it 
at that time. 

This committee is much closer to this whole problem than we are; 
you work with it day in and day out. We are working on more of an 
administrative side. You are in a policy area there now which is not 
our field, really, and I hope that you will find one. 

Mrs. Bouton. Now, if a building or a road provides immediate 
support for the economy of a country and is also value for its economic 
development, what would you call it, defense support, development 
assistance, or what? 

Mr. Harpy. I think you have a relative proposition there. I don’t 
know the extent to which some of these roads contributed immediately 
to the defense of the countries. I can think of some that are making 
very little contribution, currently. What the long-range contribution 
may be is problematical but certainly at the present time some of 
them are making little, if any. 

Mrs. Bouton. It seems to me we are spending a good deal of time 
over what has been previously called a matter of semantics. I think 
there is a great deal to be said for the meaning of words, but there is 
also a great deal to be said from my standpoint of the meaning of 
what we are trying to do. For myself, when I have been out in the 
field, I have found things that were unfortunate but in some of the 
questions that have been asked, some of the accusations that have 
been made—not necessarily by your committee at all—they were 
remedied 3 and 4 years ago, but they are brought up again today, 
to kill the program. 

Now, to my mind—I am not saying you have done that, Mr. Hardy, 
but I am saying that is the current opposition in a great many areas 
of this country and it seems to me that if this is worth doing at all, 
it is worth having an attitude toward it which builds rather than 
destroys. I would be very sorry to feel that we in our committee have 
any attitude except that of trying to build something which would 
strengthen the free world against the assaults of communism, and 
nothing else matters in the world today. 

Mr. Harpy. If I may be permitted to just impress a personal point 
of view in what our subcommittee is trying to do, it is to get more of 
our own objectives accomplished with the amount of money we are 
spending, or with less money. 

Mrs. Botton. I think that is where we all stand. 

Mr. Vorys. We all certainly join in that. 

Mrs. Botton. There is no disagreement on that at my point. 

Acting Chairman Morean. Mr. Selden 
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Mr. Sevpen. Thank you, Mr. Chairman. 

I would like to join with Mrs. Kelly in saying that I am certain 
your report will prove helpful to us. 

Mr. Hardy, Do you think that it would be helpful if this committee 
would separate the economic aid and the military aid? 

Mr. Harpy. I don’t think that makes a great deal of difference. 
I do think you could separate the military and the economic. I think 
you can separate economic from defense support, by and large. I 
don’t know whether you can separate out political or not. But I 
don’t know that it would matter if you had separate bills. As a 
matter of fact, some people might contend if you brought out economic 
aid in a separate bill you wouldn’t have a Chinaman’s chance of 
getting it passed. 

Mr. Sevpen. I contend if you separate economic and military aid 
you would probably get more votes for both programs. That is a 
matter of opinion, however, and that has been discussed at some 
length in this committee on a number of occasions. I just wanted 
your views on whether or not you thought it might be helpful to bring 
economic and military aid to the floor of the House seperately so 
Congress would have a chance to pass on both questions without 
tying them together. 

Mr. Harpy. I don’t see any particular reason why they should be 
separated as far as bills are concerned but I do think it is important 
that the American people know what the program is and that the 
Congress know what it is voting on. 

Mr. Setpen. Don’t you think that by separating the programs 
both Congress and the American people would have a better chance of 
knowing what was in the legislation? 

Mr. Harpy. I think that would be true. I do think, though, that 
you would probably have some difficulty in providing for a complete 
separation of the two; I think you would have some overlapping, 
inevitably. 

Mr. Seven. I think that is quite true, but I’m sure you will agree 
that it can be separated more clearly than it is at the present time. 
Mr. Harpy. Undoubtedly it could. 

Acting Chairman Morean. Dr. Judd 

Mr. Jupp. Thank you, Mr. Chairman. 

It is nice to have you here, Porter, and your associates. 

We have discussed this whole matter on a good many occasions. 
But I am perplexed more since I have heard you today than I have 
been caavinealy because there seems to be a wider gap between us on 
this point than I realized. 

For example, on page 2 of the splendid statement you put out on 
February 22, under 5 you said 





The subcommittee questions the propriety of pursuing political objectives with 
defense-support funds, intended for a military purpose. 


And then halfway down through the next paragraph you say: 


Nevertheless, there are a number of major construction projects which contribute 
substantially nothing to the military effort, or the current economy. 

Then you speak of events ee defense support and economic 
items disguised as defense support. don’t think you have the same 


thing in mind as I have when | use the phrase “intended for a military 
purpose.”’ 
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Do you believe that projects under defense support must be able 
to show they contribute directly to the military effort? Is that what 
you mean? 

Mr. Harpy. No; I don’t think we mean that at all. 

Mr. Jupp. That is what that report seems to say. 

Mr. Harpy. I don’t think it says that. Not that directly. Of course, 
there is a lot of projects that could have some significant value that 
would contribute indirectly. Your currency generation programs 
under Public Law 480 or other commodity programs, can be used 
directly. 

Mr. Jupp. Take the question of roads, for example. According to 
your concept, should aid go only to roads which would be useful to the 
military in case of an attack? 

Mr. Harpy. Not necessarily, but I think it would be helpful if the 
military did participate in a deliberation on the selection of the roads 
so they might have a dual purpose. 

Incidentally, some of the roads that are under construction have 
very little indirect effect. 

Mr. Jupp. Of course, that is a question of the judgment of those 
who make the decisions on individual projects. In an individual case 
I might say this project would be more useful and you might say that 
another project would be more useful. But I am talking about the 
basic concept here. 

The gentleman from Ohio said that in a sense this is all economic 
aid from the standpoint of the American taxpayer. 

Well, from the standpoint of our overall objectives, it is all political 
aid, too. Every bit of it. Military, defense support, all of it is for 
political objectives. We are trying to keep a world free. 

I got the impression, perhaps wrongly, that you felt that individual 
projects under “defense support” must have a direct military sig- 
nificance. I don’t think that is true at all. I think the aid to the 
country must have a military significance in that it helps keep the 
country afloat. But that these projects must contribute directly to 
the military effort, I don’t understand that at all. 

Mr. Harpy. Let’s take a specific illustration and get away from 
the roads. Let’s take an industrial plant—and we have spent defense 
support funds on some industrial plants. I can think of some where 
the long-range contribution to the economy is very seriously in doubt. 
Certainly the current contribution is nonexistent. 

Mr. Jupp. I grant you that as to the current contribution, it 
doesn’t do anything this year. 

On the other hand, you ask, ‘‘When can we terminate it?”’ 

I don’t think we can terminate this on a given date any more than 
we can terminate the program for the American Indian which has 
been going for 175 years. We can’t terminate it until the threat is 
removed. 

Mr. Harpy. I hope we find an answer before that. 

Mr. Jupp. I do too, but if we are going to be free we have to go 
along with this just as long as the threat exists. I don’t think we 
should try to fool ourselves or anybody else on that. 

No Government can keep its people maintaining the large defense 
establishments that the 12 countries which are oetting this support 
are maintaining, if they don’t have some hope for progress. If they 
can’t see that something is being built or developed somewhere around 
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their country that is going to give them a little better standard of 
living, you can be dead sure that their military establishment will go 
down hill before too long. 

Look at Turkey, today, as an illustration. The Turks see other 
countries that aren’t contributing substantial military establishments 
doing better than themselves. I admire the fortitude of the Turks 
for staying in this program at all. 

The question is how to keep these countries alive and healthy and 
their morale in such a state that they have the will to continue their 
military effort. 

Did you see the testimony of Mr. John O. Bell, who is the regional 
director for the Near East and South Asia operations on this whole 
question of how they arrived at the level of defense support? 

Mr. Harpy. I haven’t seen that. 

Mr. Jupp. It is still in page proof. This is part of his written 
statement. In describing how they go about the business of defining 
what the level shall be, he says: 


While it is difficult and, to a certain degree, artificial to separate the economic 
factors which go into a judgment of aid levels from the political and strategic con- 
siderations, there is a process of rational economic analysis which has a major 
influence in reaching decisions. This process commences with a review of the 
total resources required by the country to carry out its objectives, a review of the 
total resources likely to be available to the country and a resultant estimate of 
the extent of any short fall. 


Then below he says: 


Note should be taken at this point that merely to prevent economic retrogres- 
sion requires some added development or investment, if for no other reason than 
to meet the problem of increasing population. A continuing rate of population 
growth of, say, 1 percent requires at least an equivalent rate of increase in gross 
national product if economic retrogression is to be avoided; such an increase may 
well require increased investment for development. 

That is a point I hadn’t thought of. Some increase is needed just 
to maintain what they call flotation—keeping the country’s nose above 
water. They have to have a little bit more economic aid just to take 
care of the population growth, and I think they have to add still more 
to take care of the morale factors. 

Mr. Harpy. In that observation he is making there I don’t think 
any of us could disagree with the philosophy behind it. But now 
whether it is carried out in actual practice is another matter, and I 
seriously doubt if it is. In fact, I think we have evidence that it is 
not, and the planning he talks about going into these things actually 
is not done. 

Mr. Jupp. Of course, the only real answer to that problem would 
be for vou and me to resign and go over and take their jobs because 
our judgment would be better. 

Mr. Harpy. I will delegate my responsibility to you in that area. 

Mr. Jupp. I don’t know that my judgment would be any better 
than theirs. It comes to a question not of difference of philosophy 
so much as of difference of judgment. 

These countries have to have a certain amount of economic assist- 
ance. It is not economic assistance for direct support of the military 
establishments, it is economic assistance for support of the countries 
so that they will have the will and the capacity to maintain their 
military establishments. 
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Without this assistance, the countries will just have to give up the 
military establishments and then all our political objectives will 
have been defeated. 

It doesn’t make much difference whether water goes in from one 
side of the bowl or the other side of the bowl. The level of the water 
in the economic bow] has to be kept up and since the defense support 
is only going to those 12 countries which are maintaining defense 
establishments beyond their own capacity to sustain. I am not dis- 
turbed by definitions. Some other countries are getting grants for 
special reasons, such as having bases that they make available to us, 
although they are not maintaining huge defense establishments. 
Or they are in strategic areas and it is very important to keep them 
out of unfriendly hands. You can think of such a country or two 
that we shouldn’t discuss in open session. 

I am not as disturbed about this now as I was a couple or 3 years 
ago when I raised the same questions that you have raised. I think 
those in charge have really tightened up and done a much better job 
on this than was the case at one time. If it is bad now—and it still 
is, in places, let us think of how much progress we are making, rather 
than the other way. 

Mr. Harpy. I wasn’t told about it that long ago but if it was 
worse then than it is now, that is something. 

Mr. Jupp. It is like war. You can’t go into a war without losing 
some equipment and some men occasionally. 

Acting Chairman Morean. We passed Mr. Merrow up. Mr. 
Merrow, it is your turn and then we will get back on schedule. 

Mr. Merrow. Thank you, Mr. Chairman. That is perfectly all 
right. 

I am happy to see you with us this morning. I have listened with 
a great deal of interest to the statements. 

I take it you conclude that only a small part of the money spent for 
defense support is actually supporting the defense structure of the 
country? 

Mr. Harpy. I think that is demonstrable. 

Mr. Merrow. What percentage would you say? 

Mr. Harpy. I think it would vary so widely I wouldn’t dare try to 
put a tag on it. 

Mr. Merrow. Now, with respect to the rest of it. Let us say all 
the money being spent for defense support, do you feel that the rest 
of it is being spent in a haphazard manner? I believe that was the 
phrase you used here in the report. 

Mr. Harpy. A lot of it is. 

Mr. Merrow. Do you think that the rest of the money that is not 
spent for the defense structure directly is of value in these countries, 
we will say, if in your opinion it was spent correctly? 

Mr. Harpy. I think you get into a relative proposition. 

When we work out a domestic project we have to justify it on econo- 
mic feasibility and there are a good many of these things going on in 
the name of defense support that have not been so justified. 

Mr. Merrow. I understand that position, but the spending of this 
money, whether or not it is justified in direct military assistance, does 
it’not strengthen the economies of the various economies? 

Mr. Harpy. Some of it does. Some has no immediate effect and 
it is doubtful whether it will have any long-range effect in strengthen- 
ing the economy. 
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Mr. Merrow. How much of it wouldn’t have an effect on 
strengthening the economies of the various economies, in your opinion? 

Mr. Harpy. Perhaps some other member of the committee would 
want to put a tag on it. 

Mr. Vorys. Could we have an example? 

Mr. Merrow. What I am trying to get at is, the needs of these 
countries are so great that whatever we are spending under defense 
support would seem to be necessary. Whether you want to call it 
defense support, economic assistance, or label it by some other term, at 
least what is being spent should contribute to the economic well- 
being and strength of the country. 

Mr. Harpy. I can think of an industrial plant at the moment that 
= will be, instead of an asset, it will be probably be only a 
iability. 

Mr. Merrow. How could that be a liability? 

Mr. Harpy. For the simple reason that there is no—well, I don’t 
_— whether we want to get into specifics, [ sort of hesitate to do 
that. 

Mr. Jupp. I don’t think you ought to in a public session. 

Mr. Harpy. That is what bothers me a little bit. 

Mrs. Ketiy. Will we have a hearing in executive session? 

Mr. Harpy. I can think of at least one industrial plant right now 
that cannot be economically operated because there is no place for its 
product. 

Mr. Mrrrow. Suppose this money was spent in the way you would 
like to have it spent. Wouldn’t that increase the strength of the econo- 
mies of these various countries? And isn’t it necessary to strengthen 
the economies of these countries? 

Mr. Harpy. I would say that there are cases, yes, where it is a 
highly desirable thing to do. But the bulk of that would certainly be 
economic aid and would not be related to defense support and if we 
are going to appropriate money for that or authorize such a program— 
and [ think that some of it is justified, but I think we ought to sell it 
to the Congress and the American people on that basis and not on the 
basis of its contribution to the ake effort. 

Mr. Merrow. I am perfectly willing and I think we all are, to be 
correct on our definitions, but again I ask, Do you think that in the 
program, in these categories, that the sums that we are spending are 
excessive? 

Mr. Harpy. Well, there is a lot of wastefulness going on if that is 
what you mean. There are a lot of projects that are bemg conducted 
because somebody’s brainstorm or personal desire comes into it and 
those are not contributing very much to the economy of the host 
countries. 

Mr. Merrow. Assuming the waste is taken out if it? 

Mr. Harpy. If you take all the waste out of it and that is what we 
are striving for, I think that most any of these things, if they were 
planned properly to start with so that they were economically feas- 
ible—and not all of them were—undoubtedly they would make a 
long-range contribution. 

But, they become more in the nature of development assistance 
than they do of defense suppert, don’t they? 

Mr. Merrow. That might well be but when we talk about waste, 
is there not waste in other operations of the Government? 
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Mr. Harpy. It is tremendous. 
Mr. Merrow. Then it is bard for me to see how we can use the 
waste argument against a program as effective as this program 
has been. 

I think that fair and valid criticism should be made of any program 
whether it is domestic or whether it is foreign. But I can’t see why 
we should use the waste argument against this program so effectively 
without using it against all the programs. 

Mr. Harpy. I hope you don’t think I am arguing against the 
foreign-aid program only because, as a matter of fact, we use the same 
argument against every other program, don’t we? Don’t we argue 
against waste in the agricultural program? Isn’t there a lot of fuss 
going on about that right now? 

Mr. Merrow. That is right. 

Mr. Harpy. And isn’t this the same thing we are talking about? 
We are just trying to see if we can contribute a little something to 
make this thing accomplish a little more for the amount of money we 
spend on it. 

Mr. Merrow. That is why I asked the question if this was cleared 
up in the way you would like to see it, do you think the sums we are 
spending are excessive? 

Mr. Harpy. I don’t think we can measure that because we don’t 
know how much our excess expenditures are. 

Now, you can always say that there is room for more expenditure, 
but I am not prepared to say that the level that the President has 
asked for is a proper level. I don’t know whether it is too much or 
too little. I hope you will find that out. 

Mr. Merrow. But any money that is spent, whether it is for 
defense support directly as you would make a close definition or 
for economic purposes, if it helps the economy of the country, then 
would it not help the defense structure because any strong defense 
structure must be built on a sound economy, must it not? 

Mr. Harpy. That would be true, but you certainly must take into 
consideration whether or not the contribution is of a substantial nature 
or whether it is minimal and some of it could be minimal. 

Mr. Merrow. You mean a minimal contribution to the economy 
of the country? 

Mr. Harpy. That is right. 

Mr. Merrow. It doesn’t seem to me, Mr. Hardy, that there is so 
much disagreement. It seems like it is a disagreement on definitions. 
We are all agreed that any waste certainly should be eliminated but it 
would also seem that if that is done, the amount of money we are 
spending in defense support is important in contributing to the 
defense, even if it is spent on the economy of the country, since you 
can build a strong defense only on a strong economy. 

Mr. Harpy. I don’t think we are in any sharp disagreement as 
between the committees. I think we are all seeking the same objec- 
tives and that is the reason we are here this morning, in the hope 
that we might contribute something to our mutual objectives of trying 
to get the best possible program at the least possible cost. 

Mr. Merrow. I think that is correct. You would like to see it 
broken down into more exact definitions if we could get them so we 
would know exactly what is chiefly economic and what is directly 
connected to the defense. 
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Mr. Harpy. To be blunt about the thing, I think that this program 
has nae sold to the Congress and the American people on a misunder- 
standing. 

Mr. ass Now, the misunderstanding has been, do you feel, 
on a defense basis? 

Mr. Harpy. On the use of the term “defense support”’ very largely. 

Mr. Reuss. Could I add a sentence to that? I think that very 
well sums up my feeling. I thoroughly agree with Mr, Merrow 
that as far as I am concerned, speaking just for myself, I think the 
same amounts that are now spend on defense support ought to be 
spent on general economic development of these countries. 

The difficulty is when you call it defense support—and I think this 
is more than just a question of semantics—you play right into the 
hands of the Communists who say, “See, the Americans are only 
interested in us in a military sense.”’ 

This point has been made to me by more than one USIA officer in 
the Far East who stressed his difficulties of selling something called 
defense support. In fact we Americans are much more generous than 
that verbiage makes us appear. The thought that many of us have 
been attempting to convey today is that the use of a more accurate 
and less militaristic title for the same expenditure of funds, less, of 
course, waste, would accomplish our purpose better, accompanied, 
perhaps, by a new look at the statement of purposes in the preamble 
to the Mutual Aid Act, which fails to mention the fact that we are 
interested in the well-being of the individual and in his increasing 
democratic participation. In fact, many of our programs do help 
toward those ends but our policy directives don’t set those up as a 
goal. Semantics, perhaps, but very important semantics. 

Mr. Merrow. I am glad to hear you say that because I think 
there should be increasing emphasis on economic assistance and I 
think you would also agree that you wouldn’t in any way want to 
weaken our military posture. 

Mr. Reuss. That is entirely so and I thoroughly agree with what 
Dr. Judd says that by improving the morale of the people of these 
countries through economic aid, we make their military contribution 
that much more possible and effective. 

Mr. Sevpen. Will the gentleman yield? 

Mr. Merrow. If I have time. 

Mr. Setpen. Mr. Reuss, do you feel it would be helpful if we 
could divide this program into economic aid and military aid and 
consider each program in a separate bill? 

Mr. Reuss. I personally do. I agree with you although, of 
course, it should be done in such a way as to retain the total jurisdic- 
tion in this committee. 

Mr. SetpEen. That is correct. 

Mr. Reuss. You are not suggesting it be farmed out? 

Mr. Sevpen. I am suggesting that this committee retain jurisdic- 
tion but report out two separate bills. In that way both the Congress 
and the American people can have a better look at both the economic 
picture and the militery picture. 

Mr. Reuss. Yes, and | also agree, based on my observations of my 
own constituents, that the American people would be perfectly pre- 
pared to support a high and even increased level of economic aid and 
that they don’t necessarily require that economic aid be married to 
military aid in order to pass on it. 
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Mr. Merrow. I think you are correct in that conclusion. 
Acting Chairman Morean. The gentleman’s time has expired. 
Mr. Farbstein 
Mrs. Ketiy. Would you yield, Mr. Farbstein, for a moment? 
Mr. FarssteErn. Surely. 

Mrs. Ketuy. I would like to ask a question, Mr. Chairman. Let 
us assume we could divide the military and economic. How would we 
get around section 142 of the mutual security bill which involves the 
agreements with nations we give this defense support to— 


To join in international understanding, good will and peace, that such action may 
be mutually agreed upon to eliminate the causes— 





in other words, agreements of a military nature. These are restric- 
tions to which these countries must agree to obtain defense support. 

Mr. Jupp. We can amend the law. I don’t think it should have 
been in the law in the first place. 

Mrs. Ketity. Would you delete that section? 

Mr. Jupp. If we must keep the strings there, we don’t need to ad- 
vertise them. It would be better for all concerned. 

Mr. CarnaHnan. Just a brief comment on this separation: Would 
you also recommend separating the appropriation into two bills? 

Mr. Harpy. Well, I didn’t recommend they be separated. 

Mr: Carnauan. I am asking now, would you recommend separat- 
ing the funds in appropriation bills? 

Mr. Harpy. The appropriation? I don’t know. I don’t see where 
we accomplish a great deal by changing that appropriation pro- 
cedure. At the moment I don’t. 

Mr. Jupp. Aren’t you on the Armed Services Committee? Don't 
you think military assistance is a part of our own national defense, as 
our Joint Chiefs tell us? 

Mr. Harpy. It undoubtedly is. 

Mr. Jupp. Wouldn’t it be better if the Appropriations Subcom- 
mittee under George Mahon considered all—— 

Mr. Harpy. J don’t know why it should be considered by his com- 
mittee any more than the military aid should go to the Armed Services 
Committee. 

Mr. CarNnaHAN. Suppose defense support were carefully defined 
and definitely identified, would you then recommend that the appro- 
priation for that portion be handled by the Military Affairs 
Committee? 

Acting Chairman Moraan. Mr. Farbstein. 

Mr. Farsstern. Mr. Hardy, I thank you for coming. 

Are we to accept as an inference from the statement that you made, 
that this was given to the Congress as defense support in order that 
it be passed—that if it weren’t given as defense support it would 
not have been passed by the Congress? 

Mr. Harpy. I think that there would have been more difficulty in 
passing it if it hadn’t had the connotation of being used for defense 
purposes. The terminology ‘defense support” is very misleading, in 
my judgment, and its explanation in the debate last year—I am not 
suggesting that anybody was deliberately misleading the Congress, 
but I think a lot of the members misinterpreted that term and didn’t 
realize the extent to which political and economic uses were to be 
made of defense-support funds. 
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Mr. Farsstern. I take it, then, you are in disagreement with the 
statement made by Mr. Reuss just @ moment ago that if this were all 
labeled economic aid it would be passed much more easily? 

Mr. Harpy. I am not sure I agree with his thinking on that. There 
is room for disagreement, but I am inclined to think that the Congress 
wouldn’t act as favorably on strictly economic aid as it does on aid 
that is tied to military security. 

Mr. Farsstrern. Let me drop that for a moment. I am a new 
member on this committee and so 1 wanted to find out how the ICA 
arrives at the various sums that are contributed or that are loaned—— 

Mr. Harpy. Did you find out? 

Mr. FarssreEIn (continuing). To these various countries, and so to 
Mr. Dillon who was here, I put these questions I will read to you, and 
this was because of ignorance on my part. 

I knew that basically everything this committee did or everything 
that the Congress did was to strengthen the free world against com- 
munism against the onslaughts of communism. But I wanted some- 
thing more definitive. Whether it was called defense support, 
whether it was called economic aid, or technical aid or special assist- 
ance, to me it really did not make too much difference because basically 
and fundamentally we were either lending or contributing moneys to 
these various allies of ours—and I use the word “allies’’ advisedly— 
in order to strengthen the free world against the onslaught of com- 
munism. 

So when Mr. Dillon came here—and I might say in my opinion at 
least he is a very lucid and a very brilliant man—the first question I 
asked him was this: 


Mr. Secretary, would you be good enough to take me through the fixing of an 
amount of assistance to be given to a particular country in the way of economic 
assistance and so forth? 


I used the words “economic assistance.”’ 


You could substitute any other words or phrases if you so wished. 

Mr. Ditton. Mr. Farbstein, that is quite an order. As I said in my state- 
ment here, we had planned to put a witness on who will probably spend a half 
hour or three-quarters of an hour doing that on Tuesday afternoon. 

Mr. FarssreEin. All right. I will withdraw that question and I will ask it in 
a different way. 

Is there negotiation between a representative of ICA and any of the countries 
involved in arriving at a figure to be given or to be loaned? Where there is 
technical assistance or special assistance, is there any negotiation between the 
representative of a country and those representing the United States? 

Mr. Ditton. Generally in the preparation of our programs as,they are pre- 
sented in illustrative fashion to you, there has not been such negotiation. On 
the other hand, before any programs are undertaken in actual programing, there 
is such negotiation, and all the technical assistance programs, for instance, are 
worked out jointly between our mission and the country concerned with it. We 
do not go to the country and do that before we come to the Congress because 
then if the funds were not voted, the country would not understand it very well. 

Mr. Farsstein. For instance, in Libya, there is special assistance. Who 
determines how much money is to be given Libya and is the determination a 
final one or is it subject to review? 

Mr. Ditton. Initially, for illustrative purposes, that involves our whole coun- 
try team in Libya. Their knowledge of the local situation. It is reviewed back 
here and we arrive at what we think is the right figure. Then that figure, after 
it has been voted by the Congress and we then have that money available, we 
then negotiate with Libya 
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I am practically through now. One or two more questions. 


When you say you negotiated, what do you mean? 

Mr. Ditton. Our mission chief out there sits down with the Libyan Minister 
of Finance and telis him what we think, that we think there is so much available 
force needs, and asks him what they are and so forth. 

Mr. Farpstein. Thank you. I understand. I did not know what you meant 
when you said “‘negotiate.”’ 

The point I want to make is that nothing is done in a haphazard 
fashion according to the testimony furnished us. There is no one who 
goes anywhere and just says, “here is a batch of money” or whatever 
the manner of exchange is in a particular country and says, “Go on, do 
anything you please with it.” 

Within the best of our knowledge, so far as our experience goes— 
and I say this as a result of listening to testimony—before a dollar is 
given to any of these countries, there is careful screening and negotia- 
tion, all within the limit of human error. 

Now, it may well be that the entire program is not old enough, 
but I think that there is gradual advancement toward the ideal, and I 
expect that in due time we may be able to attain that ideal within the 
limit of human error. 

Now, if you care to comment on what I have just said—it is not a 
question—I would appreciate it. 

Mr. Harpy. I will make just a brief comment on it and then maybe 
some of the other members of the committee would like to comment 
on it. 

Now, the statements you read from Mr. Dillon are not unusual to 
me. He enunciated a policy, a philosophical policy that sounds good. 
In practice I wish it worked out as nice as it sounds in that statement; 
but frankly, our experience is that it does not. 

The question of giving such broad authority and permitting any 
executive, or any administrative officer to exercise the discretion that 
is implied in that operation is certainly a far cry from our normal way 
of doing things. You might just as well turn over to the Secretary of 
Agriculture a half billion dollars and say, ‘‘You spend it as you see fit 
to promote the interests of agriculture. 

Mr. Farssrern. I have tried to be more definitive. I have tried 
to pin him down to a particular situation. 

Mr. Harpy. He is very lucid and if you think you pinned him 
down, you and I do not interpret his remarks in the same way. 

Mr. Farsstein. How could you possibly, aside from negotiation— 
if you want to say the word “‘negotiation”’ is loose, perhaps that is so, 
but aside from that, how can you possibly arrive at what assistance 
is to be given to any particular country? How are you going to ap- 
praise what is needed in a particular country unless you leave it to 
those people who you feel are qualified to make that appraisal? 

Mr. Harpy. I do not know whether you are familiar with the report 
our committee issued last year on budget presentation. We discussed 
some of these same things in that report and if you have not seen it, 
it might be somewhat helpful to you. 

Acting Chairman Morcan. The gentleman’s time has expired. 

Mr. Ki ulton. 

Mr. Futon. I am glad to have you gentlemen here because it 
opens up fields of discussion that we people on the committee should 
give close attention to. I want to compliment you on your good, 
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close work, and on your — to see that the operations of the foreign 
aid programs are going well. 

I believe we should look to see whether we are looking at the program 
as something we merely have to have, and therefore it is a necessary 
evil. Or whether the program is something we American people 
must have and we must then do everything we can to make it succeed 
in spite of so many changes that come up during its operation that 
it is hard even for committee members who make it a profession, to 
keep up with. 

For example, since 1945 there have been 20 new independent 
nations come into being. One of them with 350 million people. 
That makes a program of this kind much more variable than a 

rogram, say, for the buying of arms for our defense forces in the 
nited States, or our farm program, or urban redevelopment, or 
social security. 

In domestic programs of that kind a person can pretty well budget 
ahead. When the factors become so variable that they are political 
factors within a foreign country—in which we in the United States 
are new, and in which our representatives are new, we then must have 
a variability that is a necessary function of the program as it is put 
into operation under changing world conditions. 

For an example—and for no reason other than to show you the 
detail that is necessary, of background information on the House 
Foreign Affairs Committee, you gentlemen have heard of the country 
Iran, all of you. Can you tell me where the country Irian, which is 
a source of deep worry on this committee, might be located, any one 
of you? 

Mr. Farsstern. It is West Irian. 

Mr. Reuss. Stop giving us clues. 

Mr. Fuuron. As there is no answer, I am bringing it up to show 
you as fellow members that matters we are worried about often have 
factors in them that the operational committee would not see unless 
the problems of the relations among countries are studied carefully 
and are known. Here are a few factors—for example, in Iran or 
West Irian which is Western New Guinea the factor as to what the 
status of the country should be, whether it should become a new 
independent nation, or remain with the Netherlands, or become part 
of the New Indonesian Republic, or whether the territory should be 
placed under a United Nations agency. 

If it goes under the United Nations, should it bé a Security Council 
trusteeship, or a trusteeship under the General Assembly. Or if it 
should be independent, should it enter a treaty with Australia and 
New Zealand like the old Anzac Treaty of 1944 between Australia 
and New Zealand, or enter under a new defensive treaty like the 
present Anzus Treaty with Australia, New Zealand, and the United 
States? 

If a reasonable person is looking at a program in an area, he would 
say to those of us on the Foreign Affairs Committee, “You have your 
factors that are political and that are the changing factors in mind,”’ 
which would supplement the knowledge and findings by you members 
on your operations committee. We on the Foreign Affairs Committee 
should take into account the recommendations for program: opera- 
tions, but believe me, and I say this in all sincerity, the Members of 
Congress not including you gentlemen, who consistently beat us over 
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the head with this program and who do not know where these coun- 
tries even are, nor the strategic necessity of the program, are ill 
advised. They should not use defects in operations to defeat this 
program policy. From 1950 to 1957—let me give you just a few 
figures on the program to show you the benefit to the United States 
security and defense. 

In this period our active Army forces in the United States have 
gone up from 600,000 to 950,000. 

Abroad our allies have gone up from 3,600,000 to 4,700,000 in the 
same period. 

Combatant ships of the United States, we had 2,200 in 1950 and 
they have now been reduced to 1,900. Our allies have built up from 
1,200 ships in 1950 to 2,500 ships in 1957. These are quite an assist- 
ance to the power of our United States fleet: 1957—Aircraft, 30,000 
aircraft for the United States, and we have gone up to 44,000 in 1957. 
Our allies have gone from 17,000 in 1952 to 32,000 planes in 1957, with 
14,000 supplementary planes. 

At present the United States has over 250 major installations 
abroad. These are both installations of our allies and of ourselves, 
as well as friendly nations which our United States forces use. 

The major United States installations abroad are under the Depart- 
ment of Defense. For free world security we must have these defense 
installations regardless of the upset conditions in the country where 
they are now located. We cannot say, some of us who are Irish, that 
we do not like the English, or some of us who are English, that we do 
not like the French because they do not stand up. We need each of 
the peoples in the free world as friends and allies. 

In strategic concept, the question comes here, shall this debate 
that comes up in the current Congress be based on the question of 
whether the program is for our ultimate United States security and 
that of the free world or shall it be rejected by many members on the 
basis that the program has not been run well in many areas, and that 
the policy therefore must be changed? 

We must remember that under the Constitution, United States 
foreign policy is in the President and the President alone. Around 
this Foreign Affairs Committee table many of us were criticized during 
the times when Harry Truman was in office when we voted on a 
bipartisan basis to support his foreign policy, including the Marshall 
plan, Greek and Turkish aid, and other programs. We had to because 
they were in the interests, and for the security of our own good country 
and the peoples of the free world. 

Should we simply as a definition for this bill, say that when some- 
thing is completely equipment and foreign armed services hardware; 
that is “military.’”’ When we designate items such as roads for defense, 
the oil in the tanks, or the gasoline in the cars, and food for soldiers 
these are partly military, so that category is defense support. These 
are general definitions. 

But if you will tell me, any one of you, if we put a missile installation 
jointly manned by the United States forces and the Korean forces, in a 
suburb in a Korean town and we then have to build a road out to that 
suburb, .to help the local market as well as the local missile base, in 
what class that item is? 

Is that item military or is that economic aid? Of course, it is a 
combination of both, and should be called defense support. 
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In Taiwan and Formosa, they can in no way keep their defense 
forces operating at the maximum as they now are unless we put in 
economic aid to supplement the economy. Because if we take out so 
many nonproductive people from the economy, then it is a factor on 
the support of those troops, that we must put in the things to prevent 
inflation. That is, the things that can be bought for the other 
population. 

If we settle too much down to definitions of semantics and forget 
the overall strategic necessity of defending this country of ours, both 
through the Department of Defense and through this committee, we 
in the debate coming up will be making a mistake. 

I hope that we can point out where the defects are. But when 
other persons, without the knowledge that any one of us of this com- 
mittee have, then use that as a means to club the program, I hope 
this committee and your Government Operations Subcommittee will 
both unite to point out the difference and to say what the real differ- 
ence is. 

Thank you very much. 

Mr. Brownson. I think perhaps it is going to take a little more 
than the broad-brush treatment to put over this legislation this time, 
Mr. Fulton. I have noticed that the number of ‘‘no”’ votes on this 
program has been increasing slowly and I wonder if the best: ammuni- 
tion is not to try to take this “less-informed Member” you have been 
talking about and bring him in on a few more of the facts so he feels 
more informed, and better able to judge this program as a Representa- 
tive of his district? 

Perhaps it has been the exclusiveness of the knowledge and the 
esoteric nature of these discussions on problems that has alienated 
some of the votes for this program on the floor of the House. 

Mr. Futron. As a matter of fact, could I disagree with you on the 
number of the votes decreasing? In 1952 it was just about the same. 

I will agree with you in this: The interest has increased because 
since the year 1957, out of 432 Members able to vote, when there were 
2 absentees and the Speaker did not vote, there were 408 Members 
voted on the mutual security program. So it is a tremendous increase 
in interest in this program. 

In 1956, however, the mutual security program unbelievably went 
through on the conference report on a voice vote. There was no 
recorded opposition whatever, because on a vote where it looks like a 
foregone conclusion, no Member will even call for a vote of the House. 

Ac tually the foreign aid programs have been going through at this 
rate—1952, 230 to 115; 1953, 221 to 109; 1954, the incredible margin 
of 202 to 55; 1955, the program passed 226 to 120: in 1956 you heard 
me say it was voice; in 1957, it was—that was a little higher in the 
one year. I would have to check that to find it. 

Acting Chairman Morean. 225 to 163 was the vote on the con- 
ference report. 

Mr. Futron. Thank you, Mr. Chairman. That is an overwhelm- 
ing majority for the program. 

Acting Chairman Morean. Judge Saund. 

Mr. Saunp. Thank you, Mr. Chairman. 

I wish to compliment Mr. Hardy and the members of his committee 
for the good work that they did. 
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On their trip—I met them in Thailand—and they had been working 
so hard and conscientiously that they were really tired out. 

Mr. Farbstein from New York made this statement; after listening 
to the testimony of Mr. Dillon and others here on this committee for 
2 years, he made this statement—that is the understanding of Mr. 
Farbstein—that nothing in this program is done in a haphazard 
manner. 

Would you wish to comment on that? What is your opinion on 
his judgment? 

Mr. Harpy. From my information, I would say he is misinformed. 

Mr. Saunp. I will make this observation: As a representative of 
this committee on a tour through the Far East, I will admit I could 
not do the official job as effectively as I would have liked to do it be- 
cause of the other unofficial work which was put on my shoulders, and 
I think that was quite important. This was my observation: 

The gentleman from Minnesota has been to the Far East many 
times, but 3 years ago was the last time he was there. My observa- 
tion was that in the countries where we were giving military aid and 
those countries were supposed to be partners in these different pacts 
we have, where we had real allies, those are the only countries where I 
found anti-American sentiment and feeling. 

In Vietnam we were guarded, everywhere I went and wherever any 
other American went. They had to have not only drivers, but guards 
on those cars. I talked to the people. There is haphazard spending 
of money. 

Now, it is my observation that most of that feeling is due to the fact 
that we are giving so much money there and it is being spent wrongly. 
And instead of making friends, it is making enemies. 

Now, those things are facts. Let us note them. 

Here on this committee we, who are crusaders for this foreign aid 
program have to take note of the facts that we can get this bill through 
Congress only with the votes of Members outside of this committee, 
and the votes of those people will be a reflection of the thinking of the 
people back home. 

Everybody in my district calls it a giveaway program and [| attribute 
that to this, that we have not taken—and I will say the President or 
anybody—the people of the United States into our confidence. There 
is no better way to do that than to call a spade a spade. 

I think the operation of Mr. Hardy and the efforts of their commit- 
tee tell the American people just exactly where we have troubles in 
the program. And when they spell it out, they do a job which will 
afford us an opportunity to check whether there is more waste or less 
waste. 

I would be perfectly willing for the President to have in his emer- 
gency fund three times the money that he has. Some places where 
he just cannot tell the public where he is spending it, instead of just 
putting this whole program on an improper level. 

Mr. Harpy. A very interesting observation. 

Acting Chairman Moraean. Are you through, Judge? 

Mr. Saunp. Yes, Mr. Chairman; I am through. 

Acting Chairman Morcan. Mr. Adair. 

Mr. Aparr. Mr. Hardy, others have expressed the appreciation of 
this committee for you and the other members of your subcommittee 
being here. 
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Of course, I share in that. 

At the outset of your remarks you pointed out, among other things, 
that you had two pretty basic objections to the way the program is 
— That is lack of executive planning and lack of legislative 
control. 

I think it ought to be said—and I am sure you know this—that 
those factors, as well as others, have been in the minds of all members 
of this committee and some of us through the years have pointed them 
out repeatedly in minority views. I am glad you touched upon them. 
I think they are of real importance. We have seen through the years 
a continual—in my opinion—wasting away of the congressional con- 
trol and supervision which these programs ought to have. I am par- 
ticularly happy that you brought it out and I assure you that at least 
in some quarters on this committee there is complete agreement with 
you upon that point. 

Mr. Harpy. I appreciate that comment. As a matter of fact, if 
we could correct those two major deficiencies, that would auto- 
matically take care of most of the administrative difficulties that we 
have seen happening over there. 

Mr. Aparr. Some of us feel that way and that is the reason that we 
have, year after year, tried to bring these matters to the attention of 
the committee, the Congress, and the American people. 

Now, because of the lack of time, out of a multitude of questions I 


would like to put to you, I will select one which I think is basic. 

Is the objection of your subcommittee to the defense-support pro- 
gram primarily to the name? In other words, would you like the 
same program under a different name? Is it primarily to the use to 


which these funds are put or is it to both? 

Mr. Harpy. I think that you have two policies involved in that 

en subject and a policy decision is not our decision to make, 

ut you do have involved a question as to whether we would want to 
support the military forces by strengthening the economy or providing 
the funds that are necessary. 

Then the next question is, How are you going to do it? Are you 
going to do it directly? Are you going to throw a lot of economic 
aid in this catchall for the purpose of building total economic strength, 
or is it still the major objective to support the military effort? 

Now in our mind the term “defense support’’ does not represent 
what is actually being done with the funds that are appropriated 
under that category and the funds that are authorized under that 
category. 

In our opinion the Congress—most of us—did not realize the 
uses to which those funds could and would be put. That, I think, is in 
substance our criticism of the present system. If it is determined that 
present uses to which those funds are being put are proper, let’s 
not call it defense support—let’s call it something else—because it is 
not all defense support by any means. 

Mr. Aparr. In your recommendation you would call for a re- 
definition of these terms and the use of different and more descriptive 
terms, and a reexamination of the program? 

Mr. Harpy. That would be our feeling. 

Mr. Aparr. Thank you. 

Acting Chairman Morean. Mr. Curtis. 
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Mr. Curtis. Thank you, Mr. Chairman. I think it is helpful to 
have a slightly different point of view brought before us on these 
questions, and I feel grateful to the members of your committee for 
their recommendations. 

Mr. Chairman, my suggestion for a new name for defense support 
would be economic assistance for defense support. 

Public opinion has varied in this country. A few years ago people 
were saying, ‘‘Well, we have built up the economies of other countries 
now, and it is time to slow down on economic assistance. It is all 
right to continue with military assistance, because that is needed for 
defense.’’ Then public opinion goes in the other direction and people 
say, ‘‘We are interested now in economic assistance to the under- 
developed parts of the world.” 

But, however public opmion may vary, it seems to me that our 
definitions should be as accurate as possible, so I am just throwing 
in that suggestion: ‘‘Economic assistance for defense support.’’ 

Mr. Harpy. If I might comment on that. If we leave all of the 
uses for defense support as they are now, your suggested name would, 
probably, still be a misapplication because the actual contribution to 
defense, even indirectly for a great many of the funds that are ex- 
pended, is so small. 

Mr. Curtis. There is a more fundamental question that I did want 
to suggest, and that is the question of further legislative control over 
this program, so that our action will result in less of a blank-check 
type of appropriation. 

Now, these definitions will aid a little in that direction. We will 
have the general categories a little bit more closely defined, but the 
real way to get at that would be to have more detailed justifications 
of the specific programs before this committee. I realize what a 
tremendous task that would be, and my question is, How far can we 
attempt it? Should this committee try to tell ICA whether a road 
they are planning should be built here or built there? 

The same question arises in other fields, and in the Defense De- 
partment appropriations. I do not think the political branch tries to 
tell the people charged with administration whether they shall build 
this type of gun or that type of gun. So it is a general problem of 
how far we should try to get into these detailed decisions that we 
often have to leave to the administrative. 

I take it that the action which we can take to go along with the 
views of your committee would be to encourage less general talk and 
general justification, and more specific talk about specific projects. 
Is that not the line of attack which we should take in order to meet 
the objections of your committee? 

Mr. Harpy. Personally, I would hope that you could get a lot 
more specific information and specific justification than you have had 
in times past. I would call your attention to the fact—this is a big 
program, that is true, but the military authorizations are pretty heavy, 
too, and yet every single one of them is authorized on a line-item basis 
and the military are required to be specific and to put a price tag on 
what they do. Now, I would not suggest that you should necessarily 
go that far, but I think you can do a lot better job in requiring specific 
justification than you have up to now. 

Mr. Farsstern. Mr. Chairman, I would like to make one comment, 
please. 
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Acting Chairman Morean. Yes, if Mr. Curtis has finished. 
Mr. Farssrein. If we consider the definition of “defense support,” 
if we thought the thing through, we would realize that if we were at 
peace, or if the world were at peace today, there would be no necessity 
for any of this to the extent to which it has gone. Therefore, in the 
final analysis, every single penny that is spent, or that is loaned, is for 
defense support. Whether you call it technical assistance, special 
assistance, defense support, or anything else. In the final analysis, 
it is defense support, and you can truthfully, in my opinion, call 
every penny spent ‘defense support” rather than the position that 
you take, “Well, your definition is incorrect.” 

Mr. Harpy. That might be true, from a philosophical standpoint, 
but, from a standpoint of actual practice, we are getting mighty little 
defense support for an awful lot of dollars. 

Acting Chairman Morean. Dr. Judd. 

Mr. Jupp. Mr. Hardy, on this question of line-by-line justification, 
the Pentagon does not come before your Armed Services Committee 
and give a line-by-line justification of each year’s budget, does it? 

Mr. Harpy. Not on mutual security. It does on any new au- 
thorization. 

Mr. Jupp. But on its regular annual budget—it has to do so before 
the Appropriations Committee, but not before your committee? 

Mr. Harpy. That is correct, as far as appropriations are concerned, 
but that only represents appropriations for previous authorizations. 

Mr. Jupp. That is right. Now, do you know of any countries to 
which we are giving defense support that are achieving a substantial 
improvement in the living standards of their people as a result of our 
assistance or their own efforts or anything else? 

Mr. Harpy. I do not think that 1 would undertake to measure the 
improvements that have taken place in living standards. I would 
observe, and am delighted to observe, that some of the things we have 
done with defense-support funds have contributed to the economic 
development and stability of countries that we have been working in. 
I think there have been some outstanding achievements in that regard. 

Mr. Jupp. Then, if this aid has not been at a level which has en- 
abled them to make any improvement in economic levels, it is not the 
quantity of our aid that you are concerned about as much as it is the 
form or the type of project for which it has been used? 

Mr. Harpy. Now, if I could boil this thing down on this question 
of waste, as we see it, there are two forms in which this extravagance 
and wastefulness occurs. One is due to improper planning and poor 
execution. There is an awful lot of that. The second, which is just 
as important and may involve more money, is due to the type of 
projects that are selected and programs that are selected which do 
not really produce very much for our tax dollars. 

Mr. Jupp. Again, that comes down to a question of judgmeni. of 
the individual administrators. We are not satisfied with their judg- 
ment, but I cannot honestly see how that is a valid criticism of the 
basic method. 

Mr. Harpy. That is a valid objection, for the reason that we have 
delegated to them the authority which we would exercise if it related 
to a project here at home. 

Mr. Jupp. One reason we set up the Development Loan Fund last 
year was so that our aid wouldn’t be on a country-to-country basis, 
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but on a project-by-project basis. Each project would have to be 
justified just as the Army engineers have to justify a new dam here 
at home. 

Mr. Harpy. The Development Loan Fund gives some promise of 
correcting some of these things, because it will require that there be 
at least a feasibility study and a determination of economic justifica- 
tion, presumably, if it is going to be a bankable proposition. But that 
is not done under the administration of the program by the ICA. 

Mr. Jupp. I wish, Mr. Chairman, that your committee and your 
staff would work on defining just what is meant by “intended for a 
military purpose,’ because I think this is the root of most of the 
difficulty. 

You speak of something that “implies a military purpose.” I do 
not think you have in mind when you say “military purpose” what 
I have in mind when I say “military purpose.”” You have given the 
impression, perhaps not intentionally, that defense support should be 
used only if it can show a relation to a specific military objective. 
I think military purpose means supporting that country itself. 

Mr. Harpy. Let me comment on that. I think we should have put 
quotation marks around “military purpose” because that is taken 
directly from the testimony of the ICA before this committee and 
before the Appropriations Committee. 

Mr. Jupp. That is right. My idea of aid for a military purpose is 
economic assistance to countries that are maintaining large defense 
establishments considered necessary by them and by us. It is not 
military aid that goes directly to improving those defense establish- 
mexts; it is not aid to those defense establishments as such; it is aid 
to the countries. 

Mr. Harpy. Doc, you did not do a good job of explaining that to 
me on the floor last year, so I could understand it. 

Mr. Jupp. Iam sorry. But that is what I think the witnesses who 
used the words “military purpose’ in their testimony had in mind. 
I just think your committee and ours have not had the same thing 
in mind when we talk about assistance for a military purpose. We 
must get together and spell that out. Perhaps most of our differences 
would be taken care of if we could get that resolved. 

Mr. Harpy. I think that was very seriously needed because, 
obviously, we have not all been talking about the same thing. 

Mr. Farsste1n. Will the gentleman yield? 

Mr. Jupp. I yield. 

Mr. Farsstern. If you will recall, that very question was asked 
during one of the hearings, and an example was given. Gasoline. 
Now, gasoline can be used for defense support because you have to 
use that gasoline in tanks. But that same gasoline can be used for 
operating tractors. Now, what are you going to call that gasoline; 
are you going to call that defense support or are you going to call that 
economic aid? It is both. It aids the military and yet it aids the 
economic existence and survival of a country. So there it is not 
alone, as Dr. Judd would have us say, the black or the white. There 
is the gray field. In other words, it is not just military in the sense 
that you are aiding the military, and it is not just economic in the 
sense of aiding in the survival of the country itself. It is a gray 
field. And I don’t think that you can possibly get a definition that 
can be shown either black or white. 
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Mr. Jupp. We had this sentence in our committee report in 1956: 


Defense support is not directed necessarily to the defense industries of the 
recipient nation. 

Mr. Harpy. What does that mean, Doctor? 

Mr. Jupp. It means it doesn’t have to go to the military or to the 
arsenals or to the roads that the Army is going to use. The objective 
is to relieve the country of a portion of its economic burden so that 
it can carry a heavier military role. 

Mr. Harpy. That is subject to as many interpretations as you've 
got philosophical differences in the whole State Department. 

Mr. Jupp. But that is what we had in mind when we said, “For 
a military purpose.”’ It goes to the 12 countries which are maintain- 
ing military establishments which our Joint Chiefs of Staff say are 
necessary for our defense and for our well being. Therefore we are 
giving them economic aid—whether from this side or from the other 
side of the bowl—so that they can carry on those defense 
establishments. 

Mr. Harpy. I have just one point I want to make on that: There 
has been so much vagueness about this thing that actually ICA can 
do anything it sees fit with these funds. There isn’t any limit. All it 
has to do is be in the mind of some minor official, that it is going to 
help, and they can spend it for any purpose at all. 

Mr. Jupp. I think that is perhaps true, but they know they will 
have to stand up to the check that your committee and others will 
give them. 

Mr. Harpy. They don’t stand up to any check at all. They say, 
“Why, you gave us authority to do it. You can’t even criticize it.” 

Mr. Jupp. We certainly can and do criticize it. 

Let me finish with this: You criticized building some plants because 
there was no outlet for their project. You can see that same thing 
all over the United States, today. Look at the American businessmen 
who in 1955 and 1956 built up new plants for whose product there is 
no outlet. They overexpanded. And that is in part why we are in 
this “antiboom.”’ 

Smart men in the United States made the same mistake ICA men 
made in various foreign countries. 


STATEMENT BY HON. GEORGE MEADER, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MICHIGAN 


Mr. Meaper. I want to comment on the reference to our:subcom- 
mittee checking on foreign aid expenditures. Our whole interest in 
this matter is that our Government Operations Committee was given 
the duty of studying the operation and activities of Government at 
all levels, to determine its economy and efficiency. 

When you have a standard that has no limitations, when you have 
a delegation of authority which is so broad and contains no criteria 
or standards within it, and where no record is kept of the factual 
foundation for a judgment, then it is practically impossible for anyone 
to review it, to determine whether there has been economy or effi- 
ciency. That was the problem we were pointing out in our report, 
that the job Congress gave us to do is almost impossible of accomplish- 
ment, unless the terms of the delegation of authority can be more 


1166 MUTUAL SECURITY ACT OF 1958 


specific. At the very minimum, some kind of a record should be re- 
quired to be kept, so that a review is possible. 

Mr. Jupp. Well, I have seen dozens of these contracts that were 
worked out for various projects. I remember one that I objected to 
at first—a refrigeration plant for fish in Karachi. We were there 
while negotiations were going back and forth. I didn’t agree with 
some of the projects but they had at least a justification that satis- 
fied them. They surely made their justifications available to us if we 
asked for them in a given country, didn’t they? 

Mr. Meaper. One mission director testified that he wouldn’t at- 
tempt to justify a project on an economic basis. 

Mr. Jupp. On what basis did he justify it? 

Mr. Meaper. He didn’t justify it at all. The decision had been 
made years before and so far as I know, there isn’t any record any- 
where that could justify that project. 

Mr. Jupp. He wasn’t saying, ““There is nothing in the country that 
has an economic justification,” but ‘This particular project I can’t 
justify economically,” is that right? 

Mr. Meanver. He said, “If you ask me whether I would spend $26 
million of the taxpayers’ money on this project, on an economic basis, 
I would answer ‘‘No.”’ 

Mr. Harpy. As a matter of fact, on that point, I think one mission 
director said that the program in his country couldn’t be justified on 
an economic basis. 

Mr. Jupp. On what basis was it being done? 

Mr. Harpy. It must have been on political. I don’t know what 
else it could be. 

Acting Chairman Morean. Mr. Chiperfield 

Mr. CurperFieLp. This committee is constantly trying to make 
checks, just like you people are. We have here in the last few days 
gotten answers to 60 or 70 accusations from various sources and 
many of them are untrue, and we are trying to get the answers just 
like you are trying to get the answers to those accusations because 
those are the things that hurt the program rather than help. 

Thank you very much. 

Acting Chairman Morean. Mr. Carnahan 

Mr. CarnaHAN. I would just like to again say that we appreciate 
this appearance this morning. It has been very much worthwhile 
so far as I am concerned. 

Mr. Jupp. That is right. It certainly has been. 

Mr. CarnaHAN. Do you feel it would help our people to understand 
the program and help in evaluating the program and also help in 
presenting it to the Congress if defense support was clearly identified 
and correctly designated? 

Mr. Harpy. I think undoubtedly it would. 

Mr. CarNAHAN. I would like to ask this one short question: Do 
your studies justify to you and to your committee members an increase 
or reduction in the foreign aid program? 

Mr. Harpy. I don’t think we attempted to measure it on that basis. 
I think we can point to a good many cases where funds are being 
expended without any real justification. 

Mr. CarnaHAN. Your efforts are directed toward correcting errors 
or deficiencies in the program? 
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Mr. Harpy. That is right, and we haven’t tried to establish a level. 

Mr. CarNAHAN. That is all, Mr. Chairman. 

Acting Chairman Morean. Mr. Fulton 

Mr. Futon. I want to end the session with a compliment to the 
Government Operations Committee who are testifying here. You 
have done good work, and I think it is a fine supplement to have the 
administrative people feel that there are some watchdogs on their 
administration and their justifications. Likewise, we need a check 
on their carrying out of the policy orders of this Congress so that the 
agencies are kept within an administrative efficiency that we can’t 
get otherwise. 

May I compliment the members of the Committee on Government 
Operations who voted on July 19, 1957, for the mutual security pro- 
gram by a vote of 17 yeas to 10 nays, with 2 not voting. That is a 
percentage of 63 percent, which is more than most Congressmen get 
for their elections. 

Likewise, your subcommittee, of which you, Mr. Hardy, are the 
chairman, voted 6 yeas on that same vote and 3 nays, which was a 
66% percent yea vote—one of the highest favorable committee votes 
in Congress. 

I am giving these figures in order to clear up the question of your 
committee who are often accused of really being against the program 
but your position as publicly stated certainly shows that you are 
operating within the area that you intend and you are doing a correc- 
tional job rather than a job in opposition. 

I wish this to be called especially to the attention of Mr. Brownson 
who is a member of the committee and who feels the votes are getting 
less for the program, because he was 1 of the 3 people on your 
subcommittee opposed—which is a pretty small minority when you 
get down to 33% percent. 

May I say likewise, on that same vote, on July 19, 1957, which is 
the final passage of the authorization for the mutual security program, 
that it passed the House by 254 yeas to 154 nays. 

That means that the House of Representatives has backed this 
Foreign Affairs Committee strongly on the legislation which it has 
brought to the floor for mutual security and foreign aid. In fact, the 
passage percentage on that vote of July 19, 1957, in the House of 
Representatives is by the remarkable percentage of 62%o percent, 
which again is much higher than any average Congressman’s election 
vote. So it comes with ill grace for any one of us Congressmen to 
look down our noses and say that the mutual security program which 
Congress passes is getting a less percentage each time when, as a 
matter of fact, I would almost like to bet a dollar to a doughnut 
it is about 5 or 6 percent more than the average Congressman him- 
self gets. 

Thank you again and I say that in all good spirit. You are doing 
a good job. 

Acting Chairman Morean. Thank you, Mr. Hardy, we thank you 
and the members of your subcommittee for appearing here this 
morning. 

You have been very helpful to the committee. 

(Whereupon, at 12:55 p. m., the committee adjourned to reconvene 
at 2:30 p. m., the same day.) 
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AFTERNOON SESSION 


The committee reconvened at 2:30 p. m., the Hon. Thomas EF. 
Morgan, acting chairman, presiding. 

Acting Chairman Morean. The committee will come to order. 
This is a continuation of the hearings on the Mutual Security Act 
making authorizations for fiscal year 1959. We have before us an 
outstanding Member of the House of Representatives, the chairman of 
the Military Operations Subcommittee of the Government Operations 
Committee. Iam sure he is known to every member of the committee. 
You may proceed, Mr. Holifield. 












































STATEMENT OF HON. CHET HOLIFIELD, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF CALIFORNIA 





Mr. Houirietp. Mr. Chairman, and members of the committee, 
your distinguished chairman has asked me to come here today and to 
say a few words about the report of my subcommittee—the Military 
Operations Subcommittee of the House Committee on Government 
Operations—which deals with certain military aspects of the foreign 
aid program. 

This report, which was approved by the full Committee on Govern- 
ment Operations and presented to the Congress as House Report No. 
1371, 85th Congress, 2d session, has been sent to each Member of the 
House. 

Your chairman assured me some weeks ago, when he received a 
copy of the report, that he intended to do a little homework with it. 

Before going into the technical matters of the report, I would like 
to say that as a former member of your important committee, I feel 
very much at home here, and that I am happy to respond to the chair- 
man’s invitation to appear. 

Let me say, further, that the report of my subcommittee is not 
partisan in any sense. It was unanimously approved. In presenting 
to the Congress the results of our overseas investigations and the 
studies we have made of both classified and unclassified materials, we 
wanted to be of help in the consideration of pending foreign aid 
legislation. 

As most of you know, | have always supported the foreign aid 
program. 


LACK OF PUBLIC INFORMATION 





One of the points we made in the report is that a large amount of 
the information on which policy decisions must be based, is classified. 
In a sense, the American people are asked to take the foreign aid 
program on faith rather than on the basis of complete and accurate 
information. 

There is no simple answer to this problem. I know that this is a 
sensitive area in both a military and a political sense and that many 
problems cannot be thrashed out in public. 

However, the American people have a right to know how well their 
foreign aid dollars are being spent, and Deady. our subcommittee 
does not believe that these dollars are being as well spent as they 
should be. 
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NATURE OF SUBCOMMITTEE REPORT 


Our report is directed primarily to military aid, and to the NATO 
countries. Of the $24 billion in military aid appropriated since the 
original 1949 mutual-aid legislation, more than half has been devoted 
to Western Europe. However, the report also touches upon matters 
which are relevant to military-aid considerations in other parts of the 
world. 

Members of the Military Operations Subcommittee visited the 
Soviet Union and came away impressed with its productive energies 
and relentless effort to develop its warmaking potential. Despite 
their backwardness in many lines of endeavor, the Soviets have shown 
unusual ability to achieve scientific and technical advances which 
threaten our security and demand unprecedented effort on the part 
of the American people. 

In this report we have tried to suggest some of the things that 
should be done in that effort to meet the Soviet challenge. The re- 
port is not an argument against military aid as such. It is really a 
plea for more effective military aid and for a better organization of 
resources. The time has come, in our view, to reconsider the whole 
program. Theusual arguments for military aid, whatever their merits, 
are not enough. The basic purpose of this program is to buy security, 
not the illusion of security. 

I hope that your committee will find the facts and ideas in this 
report helpful in carrying out your very important responsibilities. 


SUBCOMMITTEE FINDINGS AND RECOMMENDATIONS 


In one sense, the purpose of the report already has been served in 
that your committee has used it as a Seals for certain questions posed 
to the Department of Defense. The Office of the Assistant Secretary 
of Defense for International Security Affairs has replied to your com- 
mittee questions and has commented upon the specific recommenda- 
tions in the report. 

In the brief time available, I cannot hope to analyze in detail the 
Department of Defense replies. In many respects, of course, these 
replies are defensive in nature. They do not necessarily disagree with 
our report, but tend to fall back on the standard justifications which 
our subcommittee subjected to critical commentary (subcommittee 
report, pp. 6-8). 

You will find, at pages 3 and 4 of the report, a brief summary of our 
conclusions and the 11 recommendations we made. 


INADEQUATE NATIONAL SECURITY COUNCIL REVIEW 


The first recommendation calls for a close, hard look at the military 
aid program by the National Security Council. The rejoinder of the 
Department of Defense is that this program is periodically examined 
at the National Security Council level. 

Our subcommittee was fully aware of the fact that such periodic 
reviews are made. The report pointed out, however, that the De- 
partment of Defense presentations to the Council were— 


designed more to justify the military aid program than to highlight the problem 
and provide a basis for sound decision (p. 9). 
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The subcommittee was calling attention to the inadequacies of the 
official justifications both to the National Security Council and to 
the Congress. The plain fact of the matter is that the Congress 
votes military aid funds pretty much in the dark. Now I know that 
this committee is a hard-working committee and gives much time and 
attention to foreign aid legislation. But, once the broad policies are 
authorized, the Appropriations Committee takes over and then it has 
an almost unmanageable task. We said in our report (p. 3): 

Under present methods of operation, we do not know what we are trying to 
accomplish through military aid. There is no comprehensive plan against which 
yearly progress can be measured. There is no way to relate program costs to 
yearly appropriation requests. Congressional appropriations are little better 
than blank checks. 

In proposing that determinations should be made as to how long 
the program is to continue, what precise objectives it is to serve, and 
how best they can be achieved, the subcommittee had in mind not 
so much a specific cutoff date but the development of a longer range 
program for funding purposes. This is in line with the Comptroller 
General’s recommendation. Without such a program, the Congress 
has virtually no control over military aid. 














NEW ORGANIZATION AND NEW CONCEPTS NEEDED 






Recommendations 2 and 3 are concerned with reorganization of 
the European theater command and the supply-support structure for 
our forces in Europe. These military matters may be not so directly 
a concern of this committee, but they have an important bearing on 
foreign aid from the standpoint of both economy and strategy. 

Judging from the developments of recent months, basic reorganiza- 
tion in the Department of Defense is badly needed, and this reorganiza- 
tion ought to be extended to the field. The separate field agencies of 
the Army, Navy, and Air Force for procurement and logistics generate 
duplicating stocks and inflated inventories, and multiply the costs of 
overhead at the expense of dollars for hardware. 

And I might say this was our specific interest in making the investi- 
gation that we made. It was not an interest in foreign policy, which 
prompted our investigation. Instead, it was an interest in the 
efficiency of the operation of managing military stocks and hardwares 
and the exchange of parts. That was really our primary interest, and 
we related this to the foreign aid program because it is one of the basic 
parts of that program, if not the basic part. 

The accumulation of military supplies at our overseas bases repre- 
sents a huge dollar outlay, and each year excess stocks are generated. 
Inventory records are not aceurate, and the total quantities of such 
excess stocks are not always known, but they represent hundreds of 
millions of dollars in acquisition cost. 

i will get to some part of this later, but I want to say in passing that 
these separate accumulations in the different nations have no relation 
to interchangeability based on the needs of other nations. For 
instance, one nation might be short of vital military parts and supplies, 
and another nation might have them in excess. There is not a suffi- 
ciently close interchange of these supplies to strengthen the whole 
chain of nations with which we are dealing. 

Furthermore, we are spending billions of dollars for overseas depot 
ccnstruction and maintenance and inventory stocks which seem highly 
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vulnerable to nuclear attack. And this is a very important question 
when you consider the supplies we have stored at the Air Force depot 
at Chateauroux and at the various Army depots located in the com- 
munications zone across France. Hundreds of millions of dollars’ 
worth of supplies are in these concentrated depots, some of which 
we ae One atomic bomb could completely destroy these great 
stocks. 

It is true that the military departments are instituting, on a limited 
scale, a policy of direct support from the United States. Under this 
policy, items are requisitioned from the United States and shipped 
directly to the user, rather than having them stored in concentrated 
overseas supply depots. I think this is a good step, and it should be 
encouraged. 

I note that your committee asked the Department of Defense to 
comment on the location of NATO installations from the standpoint 
of security against nuclear attack. While the Department suggests 
that there is a degree of dispersal of stocks and facilities, no one should 
be led to believe that there is really any protection against nuclear 
explosions, with their attendant fallout. And I speak of the protec- 
tion that could be obtained by greater dispersal. 

In our view, large and costly depot complexes, compartmentalized 
along commodity lines (medical, ordnance, chemical, etc.), are based 
on World War II concepts. Fundamental changes are demanded by 
nuclear-war strategy. 


ARTIFICIAL FORCE GOALS 


The fourth recommendation asks for a reconsideration of military 
aid programs which are designed to meet artificial force goals or to 
supply elements which cannot be effectively mobilized within a 
reasonable time. 

I have a reference here. I supplied to your chairman a sheet of 
references corresponding with these numbers. These references are 
all top secret, confidential, or secret documents and, for purposes of 
security, I have merely mentioned the numbers, but you all have 
this sheet available and I am sure that these documents are available 
to vou, or to the staff if they care to look at them. 


(The document referred to will be found in the files of the come 
mittee.) 


Considering the matter of artificial force goals, in Western Europe 
the prime example is, of course, Spain. In exchange for base rights, 
we are committed to large sums of money for the Spanish military 
forces, even though they have no assigned role in our military plans. 

It may be true, as the Department of Defense states, that the 
establishment of such force goals does not commit the United States 
to specific amounts of military assistance. However, once these 
goals are established, and initial commitments are made, the military 
supplies start flowing, and the commitments become deeper and deeper. 
Military aid granted in these circumstances tends to become self- 
perpetuating. 

Our report suggested that economic aid might serve the purpose of 
securing base rights at less cost to us and with more beneficial results 
to the economy of the country concerned. 

I think this is a very important recommendation and=I hope it will 
receive full consideration. 
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Mr. Futon. How do you define that word ‘‘economic” aid when 
you are speaking of it? 

Mr. Houtrrevp. I would define it in any area which would have to 
do with the building of the industrial potential or the agricultural 
potential of the nation rather than the supplying of obsolete tanks and 
Springfield rifles and obsolete planes and so forth, for a military force, 
mark you, which has no place in the NATO strategy. 

Mr. Futon. It might be defense support, that is, gasoline, oil, and 
the things troops would need, in addition to the military hardware. 

Mr. Ho.trreip. It might be, providing they had a military assign- 
ment, but in the case of Spain, the recipient has no military assignment 
in the NATO strategic concept. 

Mr. Fuuron. So in our definition “economic” aid could include 
defense support as well as the ordinary customary economic aid we 
all think about. As a technical term. 

Mr. Houtrtetp. It could, providing they have a military objective 
or providing it might be needed, you might say, to maintain order 
within the economy. 

I admit that military aid is difficult to describe at best and my 
thoughts, as I express them here, are intended to suggest a method 
of procedure. I recognize there are a great many difficulties inherent 
in the problem. 

I would like to suggest that there is an overbalance of military 
considerations, with the consequence of too much military control 
over foreign policy. Military aid becomes a mechanism for reenforc- 
ing such control. 

DIVERSION OF MILITARY AID 


We find to our embarrassment as a nation, that military assistance 
granted to other countries is not always used for pre) joan which we 


can endorse. Both Spain and France have colonial interests in North 
Africa which involve military action. 

How much of our military aid has been devoted to these purposes I 
am not prepared to say, but I know that in the case of France, it has 
been substantial. 

The French military operations in Algeria have considerably 
weakened NATO defense. And, apparently, we have done little or 
nothing about this diversion of our military aid. 

Now, the point is not that we have done nothing about it, in itself. 
I recognize the diplomatic sensitivity of this area. The point is that 
that particular link in the NATO shield is nonexistent. It is a 
crumbled and crushed and broken link. 

If we are depending upon the shield from the Norwegian countries 
right down to Turkey, a series of links which theoretically is the NATO 
shield, and if you have one link completely removed or completely 
broken you haven’t got a shield, you have two smaller shields. If 
you have two broken links you have other shields. 

My point is that we have given them these supplies for the purpose 
of cementing the shield, you might say. The supplies have been 
used and nothing has been given to take their place, so you have a 
hole in the shield. 
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SUPPORT OF INEFFECTIVE UNITS 


Regarding the matter of supplying military aid to units of country 
forces that cannot be effectively mobilized, the Department of Defense 
is not very explicit. I believe you will find that the paper plans for 
combat readiness are somewhat remote from the real facts in each case. 

I am sure when I say there is a 45-day or 60-day lag in combat 
mobilization in some of these countries, it may be longer than that. 

Involved here are certain planning assumptions as to the nature of 
combat readiness, the time required for mobilization after the out- 
break of hostilities, the equipment reserve required for support of 
troops in combat, and the like. Without going into these highly 
technical matters, I suggest that the committee examine the classified 
reports of the General Accounting Office and the Operations Research 
Office of Johns Hopkins University on the military aid programs. 

Acting Chairman Morean. We have those Johns Hopkins reports 
in the committee files if any member wants to examine them. 

Mr. Houtrietp. I am sure you have most of these documents. I 
hope the members will look at some of these reports we refer to, if 
they haven’t already. 


SUPPLYING OF OBSOLETE EQUIPMENT 


The fifth recommendation proposes a stop to delivery of obsolete 
weapons under military aid. This is in line with our view that the 
NATO forces must be reorganized and reequipped for defense against 
nuclear attack. 

The Department of Defense indicates, in its reply to your com- 
mittee question, that obsolete equipment is supplied only when it 
meets a military need and is requested by an ally. 

In one sense, I suppose, obsolete equipment is better than no equip- 
ment. Our subcommittee’s concern went to a deeper issue; namely, 
whether we are attempting to build NATO strength to defend the 
threat of yesterday or the threat of tomorrow. 

I think it is very important that we make up our mind on what we 
are doing. 

If your committee is interested in pursuing this matter further, I 
would suggest, as an example, that the committee determine how 
much of NATO country forces and equipment is devoted to anti- 
aircraft units, which are completely useless when the planes fly above 
the range of the antiaircraft units. 

I know that our military departments like to get rid of older equip- 
ment. In fact the original mutual aid legislation permitted them to 
modernize the equipping of our own forces by drawing upon existing 
stocks for military aid and recovering funds from the mutual aid 
program for the purpose of buying new equipment. 

The merit of that procedure is questionable today, not only because 
the older equipment is unsuitable for nuclear-age warfare, but because 
it results in a continuing process of obsolescence in military aid by 
requiring the manufacture of spare parts for old equipment. This 
spare-parts burden on the United States economy is terrific. When 
you really get into checking it you will find there are hundreds of 
millions of dollars involved in spare parts. There again you find 
that there is not a good distribution among the NATO nations. You 
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will find an overstocking of some supplies in one place and a deficit of 
the same types in another. 


SPARE PARTS POLICY AND NATO LOGISTICS 


Once the military aid programs are set up, the military agencies 
have a tendency to keep these programs going without enough regard 
for end use and future need. It is true that the United States has 
declared a policy of self-sufficiency in spare parts support by the 
countries receiving our hardware. I am not saying anything that is 
not already admitted to be the policy. What I say is that this policy 
has been a failure because the recipient countries lack the know-how 
and organization for self-sufficiency. Here I refer you to another 
secret document. 

These points are covered in recommendations 6, 7, and 8, in which 
we propose that logistics training programs be made an integral part 
of military assistance; that a regional manager for spare parts be 
established in the European theater command; and that functions of 
the regional manager gradually should be expanded to take over pro- 
curement and supply management activities now performed by many 
different United States military agencies in Europe. 

The recommendations for a regional manager of spare parts and for 
logistics training are not exactly novel. They have been made by a 
Working Group sponsored by the International Security Affairs Office 
of the Department of Defense. 

Here the Department of Defense goes the subcommittee one better 
by stating that it has decided to skip the intermediate step of a re- 
gional manager for spare parts, temporarily under United States con- 
trol, and to work directly for a NATO spare parts management sys- 
tem. This is a most difficult task, but I believe that we are headed 
in the right direction. In view of past limitations on efforts to inte- 
yrate NATO logistics, this program should be followed very closely 
a the Congress. 

In recommendation No. 9 we recommend that Military Assistance 
Advisory Groups be withdrawn from individual countries and recon- 
stituted as a highly trained regional team to work in conjunction with 
the regional manager. 

The Department of Defense acknowledges that this recommendation 
has some advantages but it believes that these are outweighed by the 
disadvantages. I am not disposed to argue the fine points of. this 
matter, but in view of the uneven quality of the MAAG teams, a 
shakeup in the present organization should prove helpful. 

Members of our committee talked with these MAAG teams in 
different places. We found some of them ill-equipped for the job 
they were doing, in our humble opinion. In other cases we found 
they had, in effect, become captives of their counterpart in the military 
organization of the country they were with. And, in some cases, it 
seemed that their job was not to give to these countries the things 
they needed, but to satisfy their wants whether there was any sense 
to it or not. 

More basically, this recommendation and others are pointed toward 
the ultimate objective, as stated in recommendation No. 10, of a 
NATO-wide logistics organization. In our opinion, the country-by- 
country approach to military aid, with representatives of our own 
Army, Navy, and Air Force dealing with their counterparts in each 
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little country, and with an almost complete lack of standardization 
of equipment and supplies, multiplies military aid costs without 
buying commensurate security. 

If the theory of NATO as a single command organization for 
defensive warfare is sound, then we must develop a unified NATO 
logistics organization to support command strategy and development 
of forces. 

Let me say here that the Department of Defense comments on 
standardization of weapons in the NATO countries gloss over the real 
situation. There is practically no standardization. 


NATO SCIENTIFIC COOPERATION 


In achieving the objective of a NATO-wide logistics organization, 
we propose in recommendation No. 11 that the scientific resources 
of the NATO countries be mobilized more effectively. In theory, the 
manpower skills and production resources of the combined NATO 
countries are a powerful deterrent against attack by the Communist 
bloc. In fact, these skills and resources have been mobilized to a very 
limited degree. 

Concerning further scientific cooperation between the United 
States and other NATO nations, you questioned the Department of 
Defense as to whether presently inadequate security safeguards in 
NATO countries is not sufficient reason to withhold our cooperation. 
The departmental reply deals with the security aspects of this question, 
but I should like to point out that cooperation is a two-way proposition. 
I am convinced that in many areas we have more to learn from our 
allies than they have to learn from us. 

It’s no secret that the French are far advanced in certain areas of 
electronics and the British excel in antisubmarine warfare techniques. 
If you have examined the project reports of the United States Mutual 
Weapons Development Team you know of the many and varied 
advanced weapons projects of our NATO allies which would be of use 
to us. I suggest that your committee examine these reports to 
determine which countries are most advanced in ground-search radar, 
lightweight fighter aircraft, certain rocket propellents, air-to-ground 
missiles and other similar items of weapons development. 1 think 


you will be amazed when you see what the NATO nations are capable 
of doing. 


FAILURE TO MAKE USE OF FOREIGN WEAPONS DEVELOPMENTS 


Even more amazing is our own reluctance to make full use of 
weapons developed by our allies. Time and time again our military 
departments have attempted to redevelop foreign weapons and come 
up with a different United States version. Whether the United 
States version is better or more useful, it almost invariably turns out 
to be more complicated, vastly more expensive and considerably later 
getting into production. 

In some cases, we insist on furnishing United States weapons under 
the aid program when cheaper European developed and manufactured 
weapons would be at least as suitable. A case in point is fighter 
aircraft. We have furnished late model United States jet aircraft, 
which not only cost more to build but are more difficult to fly and are 
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extremely expensive to operate and maintain, when lighter weight 
European models could perform the mission required. 


EXCHANGE OF INFORMATION 


Your question to the Department of Defense concerning possible 
legal barriers, in the United States, to further exchanges of informa- 
tion with NATO allies, received an interesting reply. The Depart- 
ment of Defense cites the National Disclosure Policy as providing 
“adequate means for the authorized transmission of necessary classified 
information to our NATO allies,”’ and notes that a bill now pending 
before Congress would ease present restrictions relating to the exchange 
of atomic-energy information. 

I should like to point out that the National Disclosure Policy, which 
I understand to be no more than a list of classified information which 
can be given to foreign countries, is actually a negative instrument. 
Unless the classified information is on the list, it cannot be given to 
our allies. 1 

As an aside I refer you to the Sunday, March 16, article in the New 
York Times on this very subject. 

(The article referred to follows:) 


[From the New York Times, March 16, 1958} 


Unitep States Set To SHARE SCIENCE SEcrEts Witna NATO Atiures—NEw 
Pouticy Eastnc Curss—Pacts Soucut To ExcHance Data on Arms RE- 
SEARCH 

(By John W. Finney) 


Wasuineton, March 15.—The administration is gradually casting off the 
security shackles that have restrained the United States from scientific cooperation 
with allies. 

In recent weeks the administration has quietly set forth a far-reaching new 
policy calling for exchanging information on weapons developments with allies 
wherever possible. 

This basic change in policy is now beginning to be followed by steps to supply 
friendly nations with information on secret research and other developments. 

The new policy does not go so far as to open this Nation’s storehouse of scien- 
tific information to all allies. Rather, it is attempting to work out bilateral 
agreements for exchanging scientific information, particularly with scientifically 
advanced nations that have information to supply in return. 

The new concept of exchanging rather than withholding scientific information 
is one of the profound changes in official thinking and policy brought about by 
the launching of the first Soviet satellite. In the presatellite period, the Defense 
and State Departments generally had a negative attitude about supplying allies 
with secret information obtained in research and development work on weapons. 


PRESIDENT MARKS CHANGE 


The change in basic policy was signaled by President Eisenhower in his chin-up 
speech on November 8. He then called it a tragic failure not to obtain ‘‘the 
great benefits’ that would flow from sharing of scientific information. 

Since last fall, the administration, on its own and in cooperation with North 
Atlantic Treaty allies, has been attempting to increase the flow of classified 
scientific information. NATO itself has set up a science advisory committee 
headed by Dr. Norman F. Ramsey, Harvard University physicist. The com- 
mittee will meet in Paris later this month to consider, in particular, the problem 
of training of scientists. 

Within this Government, the administration has been striking down the 
security regulations—“handcuffs of our own making,” as President Eisenhower 
called them—that have been inhibiting the flow of scientific information. The 
administration also has asked Congress to liberalize the atomic energy law to 
permit greater sharing of atomic-weapons information. 
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BOOKLET GIVES POLICY 


The basic barrier to exchange of scientific information has been a policy-setting 
regulation known as national disclosure policy. This is a fat booklet listing in 
detail what classified information can be given to any country. The regulation 
has been administered for years by a joint committee of the Defense and State 


Department known as Military Information Control Committee, or MICC, for 
short. 


The past negative attitude reflected in the regulation and by MICC was altered 
recently by administration approval of a new preamble to the regulation calling 
strongly for exchange of information. 

While the wording of the preamble is still secret, officials said its tone had been 
fully reflected in President Eisenhower’s statements in his state of the Union 
message on scientific cooperation. The President told Congress in January that 
it was “‘wasteful in the extreme’”’ for friendly nations to consume talent and money 
solving problems their friends had already solved, ‘‘all because of artificial barriers,”’ 

With this basic change in policy, the administration is now attempting to work 
out the bilateral agreements for scientific cooperation, much along the lines that 
Britain and Canada have followed since World WarII. The agreements will be in 
broad areas of scientific research, rather than on individual weapons. 

One bilateral agreement has recently been concluded, and others are expected to 
follow. Officials declined to identify the one agreement for diplomatic reasons, 

The policy change is illustrated by this past incident involving scientific secrecy, 
as told by a Defense official long associated with military research: 

About 3 years ago, the Norweigian Army came to this country for assistance in 
developing a proximity fuse—first developed by the United States in World War 


II—for use in a lightweight mortar. The request was considered and rejected by 
the MICC. 


A Norwegian team of scientists then developed their own fuse, one that Ameri- 


can experts considered was as good as the American fuse, and, in some respects, 
superior. 


This bit of duplicated scientific effort was partly financed by the United States 
out of mutual weapons development funds. 

Mr. Houtrievtp. Even if this regulation constitutes the ‘‘adequate 
means” referred to by the Department, its administration has not 
permitted a liberal exchange of information. During the past week 
I noted press reports indicating that even now the Military Informa- 
tion Control Committee, which administers the regulation, is changing 
its policy in an attempt to liberalize the exchange of information. 
I am certainly for that. 

The Department’s reference to information governed by the 
Atomic Energy Act of 1954 raises an entirely new question relative 
to basic American foreign policy. The United States mutual weapons- 
development program is entirely nonnuclear and is outside the scope 
of that act. Our subcommittee investigation and study relating to 
the exchange of scientific information concerned nonnuclear-weapon 
technology. 

The question of amending the Atomic Energy Act to permit the 
exchange of atomic secrets is one of the most important matters now 
before the Congress. It is a question needing long and careful 
thought. It is a question which the Joint Committee on Atomic 
Energy and the Congress as a whole should study thoroughly before 
attempting to passonit. Iam analyzing that bill, today, in my office, 
and I will take a position on that bill, probably, which you may think 
will be in opposition to some of the things that I am advocating here, 
but the manner in which I take my position is not in contradiction 
but is in harmony. 
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AID TO UNDERDEVELOPED COUNTRIES 


While our report and recommendations were directed mainly to the 
military aid programs in Western Europe, we did raise certain issues, 
as I have indicated earlier, which apply to other parts of the world. 
Your committee has asked the Department of Defense to comment 
on certain statements in our report concerning military aid to the 
underdeveloped countries. I will merely quote two brief paragraphs 
from the report (p. 8) which states the case against a narrow military 
approach to aid to such areas: 

Short of a general war, to which these national armies would contribute little, 
a@ more persuasive case can be made for strengthening the will to resist Com- 


munist penetration by extending economic and technical assistance. Starvin 


and disease-ridden peoples need such help more desperately than they nee 
obsolete tanks and guns. 


A grand strategy for winning over the uncommitted or the partly committed 
countries must be devised. It will not be found in military-aid programs which 
make of the underdeveloped nations a vast dumping ground for secondhand war 
materiel— 

War materiel which they do not know how to use in most instances. 

The statements emanating from the recent conference of SEATO 
nations underline the importance of nonmilitary techniques to counter 
Communist penetration. 

Thank you very much for listening to this statement, which, I fear, 
may have been too long. 

Acting Chairman Morean. Thank you, Mr. Holifield. I do not 
think your statement was too long. I think it was very informative 
and I think it will be of great use to the committee. 

I understand you to say we should abolish all our country MAAG’s 
and combine them into regional offices to direct the foreign-military- 
aid program. 

Mr. Hourrretp. My concept and the concept of my committee 
after looking into this matter, was that the MAAG teams tend to 
become comfortably located in the country to which they are assigned. 

In some instances they do not keep in mind the overall military 
needs of the NATO shield as a whole and therefore they become 
special pleaders for the wants and desires of a particular nation. 

It was our thought that if you had traveling regional teams that 
would go from country to country with the thought in mind of knowin 
the overall need of NATO rather than just dealing with that one 
segment of it, you would have a better coordinated program than 
the way it is. 

Acting Chairman Morean. I think the Department of Defense 
recognizes the fact that all of the MAAG chiefs have not been up to par 
because recently, this year, the Assistant Secretary of Defense an- 
nounced to this committee that they were establishing a school to 
train their MAAG chiefs. They plan to send them to school. Do 
you know anything about this school? 

Mr. HouirieLp. No; but I would be for any additional trainin 
to people who are not trained for the job, but the principle of which 
am speaking is the same principle that we use in a traveling group of 
bank auditors and examiners. The State will have a traveling group. 
It will not have stationed in each city an auditor who remains there 
continuously to take care of those banks. 
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In other words, it is a moving team and theoretically it should 
have a more objective look at the particular situation and it also 
should have a wider knowledge of the whole NATO need. 

That is my code of principles there. 

Mr. Futron. As I am leaving, could I compliment the gentleman 
on = excellent statement. I low another meeting which I must 
attend. 

Mr. Houirietp. Thank you very much. 

Acting Chairman Morean. This has nothing to do with the mili- 
tary aid program, but we are particularly interested in the fourth 
stage of your study in Western eens on civilian air raid shelters in 
Sweden. Would you give the committee a brief statement on that 
part of your study? 

Mr. HouiFrevp. Yes. 

My subcommittee, some 2% or 3 years ago, took upon itself the 
responsibility of studying the whole problem of civil defense in the 
United States. I was convinced from my knowledge of atomic weap- 
ons that our complete concept of civilian defense was archaic and 
tragically inadequate to meet the threat of a possible nuclear war. 

We compiled eight volumes of hearings from the best scientific 
people, the Chiefs of Staff and the Atomic Energy Commission, and 
everyone else who knew anything about it. 

The result of that was a 13-point recommended program, the 
fourth point of which was that unless we had an underground system 
of shelters, no other form of civil defense would be manageable or 
possible. 

During our overseas investigation we studied the civil defense 
programs in Denmark and Sweden, where they are constructing 
underground shelters in many of their cities. Many of the shelters 
are for dual purposes. For instance, in Stockholm they have a very 
large underground shelter which is used as a parking facility. 

The Government paid the difference between the commercial 
use of it as a parking garage and the additional expense, and, of course, 
it is available for several thousand people. 

Acting Chairman Morean. Will this shelter protect against 
nuclear warfare? 

Mr. Houtrrexp. Yes, it will. It is 75 or 80 feet underground in a 
granite formation. It has tremendous doors which can be closed 
automatically. It has its own air purification system. It has its own 
water supply and has auxiliary hospital equipment and concentrated 
foods and it is, in my opinion, a very creditable type of shelter for 
nuclear warfare. 

They have underground factories where vital instruments of war are 
manufactured. They are also putting all of their central power 
stations underground. Even their conventional power stations 
and their atomic reactor they have put underground, by the way. 

They are right there under the gun and they realize the situation. 

Acting Chairman Moraan. Mr. Chiperfield. 

Mr. CuiperFietp. Thank you, Mr. Chairman. 

Mr. Holifield, we are delighted to have you back before the com- 
mittee and we thank you for your fine statement and for the report of 
your committee. 

You mentioned in your statement the problem of spare parts and 
reserve equipment. I thought the Defense Department was attack- 
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ing that problem. Last year before our committee we had the De- 
partment of Defense in and they had charts showing what they had 
done in this field and they showed a saving, as I fecal, of $535 million 
on spare parts, reserve requirements, and so on. 

Are you aware of what they are doing in that regard? 

Mr. Houtrrexp. I am not aware of the charts that you mention, 
but I am aware of the conditions as they exist over there now. I 
cannot challenge any charts which I have not seen, but I think their 
objective is along the line of what I am recommending. But I do not 
think they have achieved their objective. 

Mr. CurperFieLp. That is what I was thinking, that they are 
trying to work along the lines that you people are recommending. 

Mr. Houtrrevp. | think so. We encouraged them very much, but 
the thing that we are talking about in our report is that they are just 
lagging and not really getting on the job and doing it and we feel they 
could go much faster. 

Mr. CutperFiEtp. Thank you, Mr. Chairman. 

Acting Chairman Morgan. Mr. Carnahan. 

Mr. CarnaHan. I was wondering, Mr. Chairman, if we might have 
an opportunity to question our colleague in executive session. Other 
members of the committee have expressed this wish also. I am just 
asking if it is possible. 

Mr. Hourrieip. Very frankly, I did not bring these documents 
with me. I do not have them in my head. I have referred you by 
numbered sheets to all of these documents. I would be glad to bring 
the documents over, but I assume you have most of them. 

Mr. Carnanan. I was also addressing the question to the Chair. 

Acting Chairman Moraan. I think it could be arranged if Mr. 
Holifield could be available at a later date. 

Mr. Carnanan. I have no further questions. 

Acting Chairman Morean. Mrs. Bolton. 

Mrs. Botton. How would you suggest going after the information 
that you suggest the people would have? How would you handle the 
declassification? Is it possible to declassify more than has been? 
Do you feel that it is possible for us on the Hill to put it in such shape 
that there would be more information available? 

Mr. Houtrrevp. It is a difficult job to do because it would involve 
confession of some of our inadequacies and weaknesses which I think 
would give aid and comfort to the enemy. I realize it is quite difficult. 

I think it is possible to let Members of Congress know more about 
what we are doing. 

Mr. Botton. I am sure you have felt as we have, that when such 
wide publicity is given to certain ridiculous things, such as baths for 
the cameldrivers and so forth, of course, the cameldrivers shared in 
the WHO program against certain diseases. It makes it very 
difficult for us now, with the bill coming up soon, to get over to the 
public what this is all about. 

Mr. Houtrrexp. I think this is one of the most tragic things that 
is happening in America, and I think this, to a certain extent, is a 
responsibility which the free press is not discharging when they take 
these ridiculous things and discredit what I consider to be a vital 
program. I appear here today not as an antagonist to the program, 
as you well know. I come here as a friend of the program, and my 
suggestions are along the line of strengthening the program. 
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Mrs. Botton. We feel that very strongly, Mr. Holifield. I think 
you give the sense to the committee that your whole effort is one to 
make it better and stronger and, might I say, more righteous than it 
may have been. We have been working pretty hard at it, and we are 
grateful for your attitude. 

Mr. Houtrietp. We found some ridiculous things, but we did not 
put them in our report, and we did not play up some sensational 
things that would have given us headlines. As a subcommittee, it 
would have given us headlines, but there is one thing I have always 
tried to do as chairman of this particular subcommittee, and that is 
not to try to seek a headline at the expense of a balanced viewpoint 
of whatever it was I was doing. We deliberately refrained from using 
many things we could have used that would have given us headlines, 
but which would have damaged the program. 

Mrs. Botton. The world is really on the edge of a precipice, and 
no one ever knows what little word might take all confidence from the 

eople. 
7 Mr. Ho.wiFieLp. I even thought very seriously as to whether I 
should come and make a statement like this before the committee, 
because it might be considered as being an attack upon the need for 
foreign aid, and I do not want it to be considered that way. 

Mrs. Botton. I think you have made it rather clear that that is 
your opinion. I want to ask you about those underground places up 
there in the north. That is a small country. 

Mr. Houirtetp. Yes; it is. 

Mrs. Botton. Would you think anything of that kind would be or 
could be done advantageously in this country? 

Mr. Hourrreitp. Yes; | certainly do. If you get me started on this, 
I am afraid I will detain you too long, but I will say this much—and 
we are going to finish up our hearings within the next 2 months on the 
subject of shelter and its cost to America. We have tested in the past 
year 20 different types of shelters out in Nevada against atomic blast. 
Without prejudicing our report, I think that we might well come up 
with cost figures in the nature of $100 or $150 per person, which, over 
a period of 6 years, might be as much as $5 billion a year. 

Now, this would, in my opinion, save the lives of 100 million people, 
if we did have a nuclear war, in the United States alone. It would be 
less than 1 year’s military appropriation and, if it was spread out over 
6 vears, it could very well give us, I think, the protection we need. 
While we are spending hundreds of millions of dollars in space satel- 
lites and the development of intercontinental ballistic missiles, we are 
leaving unprepared and unprotected the people of the United States 
because we have a military system which cannot protect us from 
nuclear attack. 

No responsible military official will tell us that they can protect 
us from military attack by the Soviet Union. The attacking forces 
will get through, whether it be from submarine-launched missiles or 
from bombers. 

Then comes the point of protecting the people when they do get 
through. The only way you can protect them from radioactivity is 
to have properly prepared, underground shelters. It is an expensive 
thing, but so is war, and so is the loss of 100 million people an expensive 
thing. 
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Mrs. Boiron. You spoke of the double use being made; that they 
are being used for garages. If they are full of cars, they are not very 
useful if there is a sudden attack. 

Mr. Houirreip. Yes; they are. People can sit in cars very easily. 
People can sit in the cars, even if it is full of cars. Then there are 
many other uses. There is the use of gymnasiums around our high 
schools. Every high school in America today is a deathtrap if a 
nuclear explosion occurs within 10 or 15 miles of it. We have these 
tremendous expanses of glass. Flying glass is an absolutely deadly 
hazard to the children in these schools. Our tennis courts, our 
gymnasiums, our public-assembly halls might well be underground, 
and they could be built underground for as little, according to engi- 
neers’ estimates, as they are being built now above ground. 

Mrs. Boiron. It would be kind of a honeycomb underground. 

Mr. Houirietp. Well, we have such things underground—Mr. 
Judd, I heard you speak. I was not referring particularly to tennis 
courts. I was referring to assembly halls and that type of structure. 
Mr. Jupp. That is right, but a tennis court without any roof over 





it 

Mr. Hourriep. I said they could be used for that purpose. They 
could be used for gymnasiums and tennis courts and public assemblies 
and things like that. 

Acting Chairman Morean. Mr. Zablocki. 

Mr. Zasiocki. Thank you, Mr. Chairman. Mr. Holifield, I want 
to commend you for a very excellent and thought-provoking state- 
ment, and to pursue what Mrs. Bolton said—and I am not asking this 
facetiously, and realizing that Members of Congress are expendable— 
nevertheless, since we still have that vacant and deep hole where a 
House Office Building, will be built, I wonder if what you have seen in 
Sweden would be practical and applicable in the underground garages 
contemplated on the Hill and under the new office building. 

Mr. Ho.irre.tp. That is right. Those things could all be done if 
people were facing up to the realities. But we are living in a kind of 
make-believe world. We talk about these things, and we spend $40 
billion a year because we know that these things are possible, and yet 
we do nothing to take up this phase of it because it costs money. 

Mr. Zasiocki. Have you conveyed your findings and report to 
the proper sources on the Hill? 

Mr. Ho.tFrEvp. [| have. 

Mr. ZasLocki. Your proposal and concept for a regional MAAG, 
I think, is a good one. However, would it not be better to augment 
the present MAAG system with a regional MAAG, rather than to 
supplant the present MAAG with a regional MAAG? 

Mr. Houirrep. I think you would have to have a permanent office, 
certainly, for the regional traveling groups to come to. I think they 
should be in the nature of information suppliers rather than policy- 
makers or decision makers. 

Mr. ZABLOcKI. We were given to understand that the local MAAG’s 
do not make policy, they just carry out policy. 

Mr. Houtrie.tp. Theoretically, that is true, but when they make 
their recommendations, which go in to General Norstad, in a sense 
they are exercising some policy determination, I think. Certainly, it 
is with respect to quantity and variety. 

Mr. Zas.ocki. I agree with you, despite the testimony we received 
to the contrary. 








MUTUAL SECURITY ACT OF 1958 1183 


Mr. Houiriexp. I do not believe they are there at the top policy 
level, but I think top policy is often made on lower-level recommenda- 
tions, which, in effect, sets the top policy decision. 

Mr. Zasuockr. Do you think a regional MAAG would be workable? 

Mr. Houiriexp. I do. 

Mr. Zasuockt. Perhaps a cutback in the country MAAG’s to a 
degree and then supplement them with regional MAAG’s could be 
the solution? 

Mr. Houirieip. Supplement that with the traveling regional teams; 
es, sir. 

: Mr. Zasiockt. You do not actually propose a discontinuation of the 
country MAAG’s until there is something to take their place? 

Mr. Houtrreitp. Oh, no. This is an evolutionary recommendation. 

Mr. Farsstern. Will the gentleman yield? The MAAG is part 
of the country team; is it not? 

Mr. Houtrietp. Were you talking to me? 

Mr. Farssrern. Either or both. 

Mr. Zastocki. I did not hear your question. 

Mr. Farsstein. The MAAG is part of a country team; is it not? 

Mr. Zastockt. That is right. 

Mr. Farssrern. What happens to the country team if the MAAG 
becomes regional? How is the information to be furnished on the 
need of the country? 

Mr. Zastockt. That is exactly why I asked Mr. Holifield, although 
I believe his concept and proposal is sound whether it would not be 
preferable to have a country MAAG augmented by regional MAAG 
teams. 

Mr. Farsstrern. There is a vacancy where you have a regional 
MAAG and no country MAAG? 

Mr. Zas.ockt. It is desirable to have a combination of both. 

Mr. Fasce.u. Will the gentleman yield at that point? 

One method of explaining this or doing it would be to have military 
attachés to the Ambassador who is part of and is the head of the 
country team. That would eliminate all of the questions which now 
arise between diplomatic considerations and military considerations 
on recommendations emanating from the country team. 

Acting Chairman Morean. We will take a 10-minute break. 

(A ten-minute recess was taken.) 

Acting Chairman Morean. The committee will come to order, 

Mrs. Kelly. 

Mrs. Kexuiy. Mr. Holifield, I certainly hope that you will come up 
here in executive session. I think there is much that we would like 
to question you about. 

Mr. Houirrevp. I want to make it very plain that I do not consider 
myself an expert in this field anything like the members of this com- 
mittee. We did go into this one phase of it and I think we did a 
thorough job, but I know there are other phases to the foreign diplo- 
matic relations which might nullify some of the things which I have 
advocated. 

Mrs. Keuiy. Mr. Holifield, you raised the very question I raised 
in executive session on the shield. (A document was shown Mr. 

Holifield by Mrs. Kelly.) 

Do you feel it is true? 
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Mr. Houirietp. If it is true, I would like to know the difference 
between commitment and actual delivery. 

Mrs. Ketiy. The answer does not satisfy me. 

Mr. Houirrexp. I would have to say the first thing I would do, 
at any time any statement is made as to commitments, I would 
immediately follow it with a second question, have the commitments 
been fulfilled? 

In most instances you will find they have not. 

Mrs. Keuuy. Thank you. 

Could you go into any detail with us in this open session on obsolete 
equipment furnished under our program as a result of that which you 
saw when you were over there? 

Mr. Houtrrevp. I do not think it is necessary to go into detail 
about it. I think the statement itself is sufficient without giving the 
names of the different types of weapons in open session. I gave you 
the antiaircraft as one—I can give you a list—yes, I could give you 
a list in closed session. 

I do not think it would be wise to give it in open session. 

Mr. Fasce.tu. The equipment itself is not the issue, is it? It is 
the countries which are getting it that is the issue. 

Mr. Houtrievp. It is a double issue. Some of the equipment is 
obsolete for the type of a war which might occur and some of it is the 
nations themselves are not coming up with their manpower—training 
manpower commitments to operate that equipment. 

Mrs. Ketiy. In other words, the threat of today has caused this 
program in its present status to be outmoded? Like you, Mr. Holi- 
field, I believe in the objective of the program but I believe this pro- 
gram has to be brought up to the threat of the day. 

Mr. HouiF1evp. I think it is lagging and I think we have to assess 
its present power in being, rather than the paper organization which 
is ordinarily presented to us by charts and promises and commitments 
and so forth. 

I think we have to take that and look at it in terms of its real 
implementation. 

Mrs. Ketuy. And its capabilities? 

Mr. Ho.uirievp. And capabilities, and compare the two and not 
lull ourselves into a sense of security by looking at a beautiful picture 
that is painted, and when you go behind the picture the reality to 
back it up is not there. 

Mrs. Ketiy. Europe is our first line of defense. Do you agree on 
that? 

Mr. Hourrtetp. Yes. 

Mrs. Ketuy. Do you believe if an item is not in production because 
it is obsolete as far as the United States is concerned—do you believe 
in supplying that item to Europe? 

Mr. HouirteLp. The item that is supplied should be supplied for a 
definite military mission. If the item that is supplied will fulfill that 
mission and that mission is part of the NATO grand strategy, then 
I would supply it. 

If it is supplying them an obsolete or surplus item which we want 
to get rid of and which will not fit into the NATO shield, then I think 
it is compounding waste and building an illusory factor of strength 
which does not exist. 

Acting Chairman Moraan. An obsolete weapon is better than no 
weapon at all; is it not? 
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Mrs. Ketuy. Not as far as I am concerned. 

Mr. Houtrrevp. I tried to say that an obsolete weapon, faced with 
a task which it cannot accomplish, is no better than no weapon at all. 
If the weapon can accomplish the task or the mission assigned, then 
some kind of a weapon is better than no weapon at all. 

Mr. Farsstern. Will the gentlelady yield? 

Mrs. Ketuy. Yes, I yield. 

Mr. Farsstern. You would not suggest, would you, that the people 
who are in charge of this program, the people in the national security 
organization, are not fully aware of the things that you are suggesting 
and that they are not as fully aware of it as Mr. Holifield is? 

Mrs. Keutuy. Are you directing that question to me? 

Mr. Farpstein. Yes. 

Mrs. Keuuy. I am questioning their very judgment at this moment. 
I dislike to question the military in their special field but I am sure 
you must agree that all military men are not infallible. 

Mr. Farssrein. Do I understand you to suggest that they are not 
as aware of this difficulty, as well as you and Mr. Holifield? 

Mrs. Ketiy. Just a moment. I think that they certainly are 
aware but I hope that they are much more capable than I of judging 
military materiel. 

Mr. Farsstrein. And you think despite the fact they are aware of 
it they are completely disregarding it? 

Mrs. Ketty. I am afraid they are delivering that which has been 
in the pipeline and earmarked for those countries prior to this past 
fall and after being fully aware of what Russia’s capability is, I 
question the judgment of the military to continue the delivery of that 
which is in the pipeline. Have they reviewed this materiel? Is it 
needed? Is it obsolete? 

Mr. Fascetu. They are not hesitating, Mrs. Kelly. They said 
they are going to continue to deliver. 

Mrs. Ketuy. Thank you, Mr. Fascell, and, for that reason, I 
question at this moment, should there not be a reevaluation of that, 
and should it be delivered? 

Acting Chairman Morgan. I do not think Mr. Holifield meant to 
convey the impression that all the military material going into Western 
Europe is obsolete. 

Mr. Houirieip. No. 

Acting Chairman Morean. Some of it is modern, and there is a 
modernization program going on continuously. 

Mr. HouimeEvp. Yes. 

Mrs. Ketiy. But are we meeting the threat of today? I know I 
have to depend upon the military. 

Mr. Hourrretp. Well, frankly—I do not know whether I should 
say this in open session or not, but I will put it this way: I do not 
think the NATO shield is as strong as it has been planned to be and 
as strong as I would like to have it. I will put it that way. 

Mrs. Ketuy. I agree with you. 

Mr. Farssterin. I do not suppose anything ever would be as strong 
as we would like to have it. 

Mr. Houtriexvp. I refer you, then, to the first part of my sentence; 
that it is not as strong as it was planned to be, in point of time. 

Mrs. Keutuy. One of the items we discussed in the very beginning 
of this program was the standardization, and you have stated this 
afternoon that there is a lack of standardization. 
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Mr. Houiriexp. I think there has been‘a complete failure in stand- 
ardization. 

Mrs. Ketiy. May I have one more question, Mr. Chairman? 

Acting Chairman MoreGan. One more. 

Mrs. Ketuy. On the question of the depots and the supplies, did 
I understand you to say that we could send these supplies over directly 
from the United States and not have a depot over there? 

Mr. Houirietp. There is a new program which the military have 
adopted which is—I forget the name of it—I think the Army uses the 
abbreviation MASS, for ‘modern army supply system.” It is the 
modern supply, direct from the Zone of the Interior, rather than the 
concentration of these materials in big bases. In other words, shipping 
them direct to the operating unit rather than shipping them to the big 
supply depots like Burtonwood and Chateauroux, and then dissemi- 
nating them from those depots, and I am for this new method. 

Mrs. Ketiy. Do you mean if something is earmarked for, let us 
say, Greece, you would ship directly to Greece or Turkey or to any 
other country? 

Mr. Houtrrevp. In the case of Greece, I think it may go there, but 
in the case of Europe, it may go to Burtonwood in England, for 
instance, and then be transshipped to an operational unit elsewhere 
in Europe. It might be sent from Chateauroux, in France, to Wies- 
baden, Germany. The new theory is that it goes right on through to 
the base that is going to use the supply. The requisition comes direct 
from the operating base to the Zone of the Interior supply, rather 
than to Burtonwood or Chateauroux. 

Mrs. Ketuy. Then in those countries they would have their own 
supply depot? 

Mr. Hourrre.p. Each operating base, and my point is in that 
instance it would be closer to the point of utilization and, if war did 
break out, there would be a greater opportunity of using it if it was 
on the ground where it has to be used, rather than to depend upon it 
coming from a tremendously large depot covering hundreds of acres 
which could be destroyed with one atomic bomb. This is nothing 
new. They are working this thing out, and I am just saying it should 
be. That is what I said in my statement; that I encouraged them 
to go ahead and work out this type of arrangement. It is no original 
thought of mine. 

Mrs. Ketiy. Thank you, Mr. Chairman. 

Acting Chairman Morean. Dr. Judd. 

Mr. Jupp. Mr. Chairman, I want to join in complimenting you on 
this statement, Mr. Holifield, because you have dealt with matters 
you could have discussed in a devastatingly destructive way. Instead, 
you have uniformly handled them completely constructively, and that 
is the kind of statesmanship that the country hasn’t too much of. 

On this question of obsolete weapons, I understand that in your 
report you stated that there had been a failure of the military to 
recapture excess equipment as they were instructed to do under the 
law. Is not almost all excess equipment obsolete, wherever it is around 
the world? What would be the value of recapturing it and bringing 
it back? 

Mr. Hourrieip. I did not recommend that, sir. I recommended 
the stopping in the pipeline. Not to recapture. To stop the delivery 
of further obsolete equipment. 
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Mr. Jupp. I thought there was some criticism of failure to recapture 
a lot of equipment. The NATO countries, under their agreement, 
are supposed to return to us all material they are not actually using. 
But if it is obsolete, should we spend more money to recapture it? 
Or do as we did after World War II; line up the bulldozers and push 
the stuff into the ocean, all over the far Pacific and everywhere else? 

Mr. Houirievp. Perhaps I should explain the use of the words 
“excess” and “surplus.’”’ I would use the word “excess’’ in relation 
to the excess need of one country. I would use the word “surplus” 
in the nature of surplus to all countries. That is the legal use of the 
word in the surplus-property-disposal legislation. 

Mr. Jupp. You are objecting to the failure to recapture excess and 
redistribute it? 

Mr. Houtrievtp. That, and also to stop, wherever it is unnecessary, 
the feeding into the pipeline of further equipment which I do not 
believe fits into the NATO concept of military strength. 

Mr. Jupp. I had a case brought to my attention yesterday by a 
private weapons manufacturer in my district, where some European 
countries are shipping back to the United States, for sale here, obsolete 
weapons which we sent over and are now replacing with our Garand 
rifles. He says 25 percent of the high-powered rifles on the American 
market today are so-called obsolete weapons of our or their manufac- 
ture, which they can ship into New York, pay the duty, and sell at 
$3 apiece. First-rate Springfield rifles, better than a hunter up in 
the woods ordinarily would be getting, but, of course, obsolete com- 
pared to our new military rifles. 

Acting Chairman Morean. Next Tuesday at 2:30 p. m., we will 
have the president of the Sporting Arms and Ammunition Manufac- 
turers’ Institute, Mr. E. C. Hadley. 

Mr. Jupp. That is fine, but our colleague has studied this and I 
would like his answer here, if I may. 

Mr. Houirie.ip. My staff has made an investigation of that and I 
think, perhaps, before you have this gentleman up here we could give 
you a report on it. 

I could tell you very quickly that the rifles that are being sent into 
this country—and I am talking now about United States Springfield 
rifles—are of our own manufacture; they are rifles that were so-called 
picked-up-from-the-battlefield rifles. They are not rifles furnished 
under our mutual assistance plan, and there is a sharp limitation on 
that type of shipment back into our country. 

Now, they are also sending back a great many Italian-made rifles 
and French rifles of different kinds, and this is a different problem. 
Actually, when we investigated this particular complaint, we did find 
that this was not officially ellncuted rifles, let us say, to France or 
Italy, which had been turned over by their Government to private 
people to send back. 

Mr. Jupp. I do not know whether the rifles from Italy, for example, 
were made with our funds under offshore procurement or not. 

Mr. Houirretp. No. These are older rifles. I have seen some of 
them. 

Acting Chairman Morgan. Are they used or new rifles? 

Mr. Hourrretp. They are used. 

Mr. Zasuocki. Are they usable? 

Mr. Houtrretp. Definitely. 
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Mr. Jupp. They are available, I understand, because we are putting 
new equipment into the hands of the Italian soldiers, and some entre- 
preneur has found a way of disposing of those old rifles at a price 
which Americans cannot begin to compete with. 

Mr. Houirie.p. That is right. This is a problem. I will be glad 
to make our staff study on this available to you. 

Mr. Jupp. I wish you would. 

Mr. HoutrieLp. These same people went to practically everybody 
in the House, I might say, and in the Senate, too. 

Mr. Jupp. I want to make a comment regarding your statement on 
page 13 that we have furnished late-model United States jet aircraft 
which not only cost more to build, but are more difficult to fly and 
are extremely expensive to operate and maintain, when lighter weight 
European aircraft would perform the mission required. 

I am sure you are familiar with some experiences the Congress has 
had, which we cannot discuss too much. We underwrote the produc- 
tion of certain fighter planes in certain European countries which 
simply never got into operation. That was indeed an ‘Operation 
Rathole.’”’ We depended on them to furnish these lighter planes, but 
some of them were not up to snuff and they themselves have abandoned 
them. That is part of the other side of the coin, although there are 
certain planes—I think one British fighter and also the French 
Mystere—which are good planes. There are others that were flops. 

Mr. Farsstern. I think I read in yesterday’s newspaper that there 
has been a resolution by Senator Knowland and others that we want 
more of those things manufactured in this country rather than any 
other country. 

Mr. Houtrievp. I refer you to a document which I hold in my 
hand which is the backup for that. 

Mr. Jupp. This is one reason our people hestitate to put their eggs 
in the foreign basket, so to speak, even though the American item is 
a good deal more expensive. 

On the last page you spoke about starving, disease-ridden people 
who need economic help more desperately than they need tanks and 
guns; but I am sure you are familiar with the fact that in many of 
these countries the requests of the government are for a few more 
tanks and planes, rather than for betterment of the people. 

We have constantly this job of trying to persuade them to put more 
of their own resources into economic development rather than into 
weapons. It is human nature to assume that the more weapons the 
ruler displays, the bigger, more powerful and more stable his regime is. 

Now, one more point: You said on page 7 that the French military 
operations in Algeria have considerably weakened NATO defense. 
Have you any estimate of what damage they have done to American 
defense in all of the non-European parts of the world? 

Mr. Houtrrevp. I think it has been one of the most disastrous 
blows to our prestige that we have had. 

Mr. Jupp. That is right. 

Mr. Hourrteip. The fact that B—26’s and other types of American 
equipment which was furnished to the French strictly for NATO pur- 
poses have been diverted and used against a member of the United 
Nations, I think, is a tragic occurrence in world affairs and, as you say, 
it has undoubtedly given us a tremendous blow in the uncommitted 
areas of the world. I address myself to that as the No. 1 point. 


-_ 
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The second point is that it has debilitated or weakened that part 
of the NATO chain by the expenditure of this equipment for purposes 
‘other than NATO purposes and there is a gap where that was. Where 
there should have been strength, now there is a gap of weakness. 

Mr. Farssrein. Will the gentleman yield on that? 

Mr. Jupp. Certainly. 

Mr. Farsstein. Do you mind my breaking in because it seems 
apropos, we are rather informal here. 

Mr. Jupp. Not at all. 

Mr. Farsstein. Taking that very same situation, France comes 
along and says, “If you are going to interfere with our forwarding 
arms to Algeria, we are going to get out of NATO altogether.” What 
do you do under those circumstances? 

Mr. HoutFie.p. I have come to the point that if these people do 
not realize that they are in the same boat with us as far as the fight 
with the Communist world is concerned, and they are going to black- 
mail us into doing something which they do not do, I am ready to say, 
“All right, if you want to get in the Communist boat, go ahead.”’ 

I think if we stood up to some of these people and refused to be 
blackmailed a few times, and tell them, ‘‘We are giving you this mate- 
rial for the purpose of strengthening NATO and not for fighting wars 
in Algeria and Tunis,” I think then when the chips were down—I 
think we have to have a little more guts in this game and I think if 
we did we would be better off. 

The way it is going now, you are creating nothing but a diversion 
of our own military equipment and a further secondary diversion which 
does not add to NATO’s strength. So what good is France to you? 
If she is nominally a member of NATO and does not come up to her 
commitments and does not use the materials which we furnish her for 
the purpose of NATO, what good is she? 

Mr. Farsstern. Do you feel if you had that decision to make that 
you would take as harsh an attitude as you just suggested, with the 
full knowledge that France has been our ally for all the years that it 
has been, ever since the beginning of the Republic? 

Mr. HouiFrevp. I am interested in the present and the future and 
not in Lafayette. 

Mr. Farsstein. My point is, it is very difficult on the part of those 
who have to make the decision. 

Mr. Houtrrevp. I have to make difficult decisions every day. 

Mr. Farsstern. To make what would be called a clear-cut deter- 
mination, it would seem that yours is the logical thing to do, but if 
you think a moment and realize all the difficulties you would be con- 
fronted with if you made that decision, I am afraid that you would 
have to hesitate a little bit too. 

Mr. Houtrieup. The fact that you do not make the decision does 
not remove the difficulty because if by not making the decision you 
still have a situation of weakness in your NATO chain, you have not 
accomplished your purpose by not making the decision either. 

Mr. Jupp. May I get back the rest of my time now? 

This is the No. 1 dilemma of American foreign policy: How to 
support Europe without losing Asia and Africa, how to support the 
West without losing the East. There is no easy way out of it. We 
just seem to have to carry water on both shoulders. One day, I 
predict, we will come to a point where we shall have to make a choice 
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and cannot nurse it along as we have been trying to do under admin- 
istrations of both political parties. At that point I stand where you 
stand. I think America must stand there. But please God, we can 
get some kind of settlement that will not continue the present situa- 
tion where, when we support allies in Europe as we must, we appear 
to be supporting their former colonial policies in Asia and Africa which 
are just poison to people in those continents. 

ow, Mr. Chairman, finally I must agree with Mrs. Kelly in her 
demurs with respect to the Pentagon’s reasons for turning over 
obsolete weapons. 

I have discovered that every agency of the Government tries to 
get rid of its outdated material or personnel by unloading them on 
another agency of this Government, or of a foreign government. 

We saw it in agriculture. The farmers have surpluses and they 
want to dispose of them abroad if they can charge them to foreign 
aid. The Pentagon has some weapons that are obsolete that it 
would like to get rid of if it could charge them to foreign aid and be 
reimbursed from foreign aid funds to replenish its own budget. This 
is ahuman reaction. I think you will find it everywhere. Whenever 
a new agency is set up, every older agency in town says to it, “I have 
got just the man you need to be your controller,” or whatever it is. 
Every one of them has some person that it wants to fire but because 
he has not, for example, embezzied anything. So it loads him on to 
a new agency, ifit can. God help the manager of a new agency when 
he gets all the castoffs, whether in personnel or in weapons. 

You put your finger on a very important point. It is not because 
their names are Smith or Jones, but because they are human beings 
like all the rest of us. 

Acting Chairman Morean. The gentleman’s time has expired. 

Mr. Fascell. 

Mr. Fascretu. Every man in military service has had an eight-ball 
cadre at one time or another. 

Mr. Jupp. And he has had a sergeant he could blame for his own 
mistakes. 

Mr. Fasce tt. It is interesting to note at this point that the United 
States is standardizing its small arms to meet the basic caliber require- 
ments of NATO which is 7.62, but we insist on shipping .30 caliber 
ammunition and guns to our NATO allies. 

Getting back to the MAAG thing, one of the things that has bend of 
concern to me as we go through this program is the very important 
fact that the whole program of mutual security—at least. the military 
part of it—is formulated by the MAAG group. This is the important 
thing, I think, and it has not been resolved satisfactorily to my mind. 
When A country, B country, C country and D country all report and 
it is accumulated and it comes to Washington, that is the program. 

Mr. Hourrre.p. That is right. 

Mr. Fasce.u. I am still trying to find out what refinement is made 
on that program, if any, because this is the crux of the whole thing 
and it stems right from the MAAG groups. 

Mr. Houtriretp. The determination of the component military 
capability of the different countries and their needs—their needs for 
material seems to rest on the local MAAG team—it sends it in and 
then all of these are put together and this makes the composite picture 
in Washington. 
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Now, it would seem to me that there you have an overall job to do 
that you set up the gross requirement and then you divide the require- 
ments according to the capability of a separate nation to deliver. 

In other words, you go at it in just the opposite way, it would seem 
to me. 

Mr. Fasce.u. It would seem to me that that would be the case 
and it would seem that that would be put into operation somewhere 
in the present chain of command but I have not found out where it is 
done, except at MAAG and Washington levels. 

Actin hairman Morean. Mrs. Church. 

a Deanne Thank you, Mr. Chairman. 

Mr. Holifield, it is very good to find you across the table once 
again. 

Mr. Hourrretp. Thank you. 

Mrs. Cuurcu. And may I personally thank you for the objectivity 
of your report. I find it most helpful. 

I am very much interested in your statement today, Mr. Holifield, 
pointing out the necessity for establishing a definite po icy. You speak 
in your report of setting up “gross requirements for the job.” I 
would like to ask you whether your investigation of the program led 
you to a knowledge of what the objective actually is, in the minds of 
those who are distributing the military aid? What do you think is 
the objective that the overall military aid program is trying to 
accomplish? 

Mr. Houirretp. Well, I think the overall objective is, of course, to 
strengthen the NATO chain, or the NATO shield, as we commonly 
say. I think the general objective i is that. 

The fault that I find is that there does not seem to be, as far as I 
can find out, a clear-cut concept of the total requirements divided up 
into the respective capabilities of the different nations to discharge 
that part of the military mission which should be assigned to them by 
General Norstad at the top of the strategy team. 

Mrs. Cuurcn. Now, extending your sights beyond NATO for the 
time being, do you think, in the various places of the world and in the 
various countries to which we give our aid, that there is an overall con- 
ception of what part they are to play in this supposed war against 
the spread of communism? Are you—or they—aware of an overall 
plan? 

Mr. Houtr1etp. I would have to say that we have not made a study 
of the other areas of the world, Mrs. Church, and I could not answer 
your question from personal knowledge. 

Mrs. Cuurcu. I would like to express the hope that you will extend 
your same objective study to other parts of the world. 

Mr. Ho.irievp. Before you came in I made the explanation that 
we were actually studying the efficient utilization of military equip- 
ment and not the foreign aid program, but as we got into the study of 
the utilization and the accumulation of out-of-balance inventories in 
different countries and deficient inventories in others, we began to see 
the meaning of it in regard to the overall military objective, and that 
is why in our report we were not consciously aiming to get into the 
field of foreign policy and I do not think we have. 

I think what we did was to get into the efficient utilization of mili- 
tary equipment and certain strategic concepts which to us seemed 
lacking and which in turn we brought to your attention so that you 
could apply it from the standpoint of the foreign policy. 
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Mrs. Cuurcu. I am inclined to wonder whether we do have an 
overall strategic plan which we are seeking to implement through our 
various distributions. 

Mr. Houtrretp. That is my personal opinion but, as I say, in other 
parts of the world I cannot speak from personal knowledge. 

Mrs. Cuurcu. I do notice that you speak at one point in your 
statement today, Mr. Holifield, of the necessity for a long-range plan 
in the distribution of military material. 

Do you think that such a long-range plan would actually bring the 
distribution or the planning under closer control by the Congress? 

Mr. Houtrievp. Yes, [ think so. I think too much of the plan 
seems to be on an expedient basis. Now, I may be wrong in this, 
because the pressures of which Dr. Judd spoke, diplomatic pressures 
of one kind or another, may cause these imbalances to occur, which go 
beyond the military concept. I also know you cannot set up a long- 
range, rigid plan, but I have not really found a long-range flexible plan. 

Mrs. Cuurcu. Thank you, Mr. Chairman. 

Acting Chairman Mor@an. Mr. Coffin. 

Mr. Corrin. Thank you, Mr. Chairman. 

I have appreciated very much reading your statement, Mr. Holi- 
field. I think you have done a fine job and that your subcommittee 
has also. 

Is this a fair statement, that the material in your report and in 
our comments today does not directly bear on the mutual security 
egislation which we are in the process of writing, or will soon write? 

To what extent, in other words, are your recommendations things 
that can be embodied in the legislation? 

Mr. Houtrretp. Well, of course, I haven’t seen your legislation or 
T haven’t been acquainted with your hearings and with your purposes, 
but I think that these are matters of concern of the Foreign Affairs 
Committee because you have to take the responsibility of advocating 
$3.X billion, or whatever the amount is. I think you should have a 
pretty good concept of what it is going to be used for, and where it 
is not being used wisely, I think you have a right to demand that it 
be used wisely because you are in trouble—you are in trouble in this 
committee when you bring this bill to the floor. I don’t need to tell 
you that. You are not going to find me on the floor fighting your 
legislation. This is not my reason for making this report. I think 
you are in trouble and I think some of these areas of trouble are a 
lack of close scrutiny and a taking of the word of some of these people 
who bring these beautiful charts before you. We have them all the 
time before the Atomic Energy Committee and the Government 
Operations Committee. I think you are going to have to go behind 
some of the pictures and see what they are really doing. 

When they come up and give you a chart of NATO commitments 
it looks good. It looks good. But if those commitments have not 
been met and if the country has not been given a clear mission and is 
not able to perform that mission then the picture is a different picture. 
This is what is causing the Members of Congress to lose confidence. 

Mr. Corrin. Has your committee carried its work far enough to be 
able to give estimates, or did you purport to come up with knowledge 
about places where economies can be made? That is, in terms of 
dollars we spend or appropriate this coming year? 
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Mr. Hourrietp. There are recommendations made in our report 
and there have been references to about 8 or 9 top secret, secret, and 
confidential documents which we will furnish you if you don’t have 
them. I understand from Mr. Crawford that you have most of them. 
We will be glad to furnish these documents which will back up the 
principles in my statement. 

Mr. Corrin. The problem is, though, we meet the statement that 
there is so much waste in materials. At page 5 you say the total 
quantities of excess stocks are not always known, but they represent 
hundreds of millions of dollars. 

Mr. Houtrrevp. That is right. There isn’t a supply depot in 
Europe that can begin to give you an adequate inventory of what it 
has. 

Mr. Corrin. And you are talking about material that is obsolete? 

Mr. Houtrrevp. I am talking about their total material, of all 
kinds. 

Mr. Corrin. Now, the problem we face this coming year is how 
much money is needed, assuming an increasing standard of 
efficiency ——— 

Mr. Houtrievp. This I can’t solve. You are getting me out of my 
depth. I can’t go into the total picture. I do not have the back- 
ground or the knowledge. 

Mr. Corrtn. All I am saying is that yours is a valuable study and 
I think the products of this study are not necessarily going to be 
reflected in this year’s legislation, but what is going to be done in 
these areas over the years, both in mutual security legislation and in 
working with the Defense Department and checking on it to see that 
we get a constantly increasing standard of efficiency. 

Mr. Houtrievp. I bring my report of my subcommittee and my 
statement to you for such constructive help as it may give to your 
staff and to your members. I am sure that they are a lot more 
capable of fitting it into the overall problem than I am. 

Mr. Corrin. Thank you, Mr. Chairman. 

Acting Chairman Morean. Mr. Farbstein—— 

Mr. Farpstern. Now, may we understand, Mr. Holifield, we are 
not trying to badger you. We have the highest regard for you and 
the manner in which the statement was prepared and the way in 
which you have been supporting yourself. 

Has it occurred to you that with a defense budget of some $20 billion 
or $30 billion, that all of the errors of the military seem to be ascribed 
to mutual security? 

In other words, the military collects loads of obsolete materiel in 
various parts of the country. The military isn’t blamed but from 
what I have been hearing throughout the weeks, it is all the fault of 
the mutual security program. ‘The sins, not alone of the fathers but 
that of six generations preceding the present one, are being visited 
upon the mutual security program. 

It seems that is a little farfetched but yet that is exactly what has 
been happening. How you overcome it, frankly, I am too inexperi- 
enced and too green to know, but that is the impact it has had on me, 
after listening. 

No. 2, the question arises, will the Congress favor an economic 
program, as against a military program? There seems to be difference 
of opinion. This morning one gentleman says—withdraw that 
question and let me put it this way: 
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One gentleman said that you are trying to get this program through 
by calling it a defense program. Actually itisnot. It is an economic 
program. 

Another gentleman said, if this was more of an economic program, 
you could get it through. 

What do youdo? Whois right? 

Are you supposed to call this a defense program because it is partly 
defense and partly economic? Or are you to call it an economic pro- 
gram? 

Now, you suggest here: 

Our report suggested that economic aid might serve the purpose of securing 
base rights at least cost to us and with more beneficial results to the economy of 
the country concerned. 

Yet, another eminent gentleman comes here who is well thought of 
and says you can’t call this a defense program, you have to call it an 
economic program, even though you call it defense support, because 
it isn’t. 

And yet we contend—the administration contends that it is defense 
support. 

My conclusion is this, very frankly: They say that confusion is par 
for the course during war. We are now in a cold war. Maybe that 
is the answer. I can’t answer it otherwise. 

Mr. Ho.irre.p. I am sure the gentleman will be able to come to a 
wise and just conclusion after hearing all of the witnesses and he will 
be able to compare the different witnesses’ testimony and come to a 
good answer, I am sure. 

Mr. Farsstern. Thank you. I have no questions. | 

Acting Chairman Moraan. Mr. Carnahan 


Mr. CarnaHan. I want to refer back to your statement at page 6, 
Mr. Holifield: 


Considering the matter of artificial force goals in Western Europe the prime 
example is for Spain. In exchange for base rights we are committed to large sums 
of money for the Spanish military forces, even though they have no assigned role 
in our military plans. 

Are you suggesting there that we have other alternatives in dealing 
with the Spanish for those base rights? 

Mr. Houtrievp. No, I can’t suggest that because I don’t know. 
You people on the committee should know as to whether there were 
no alternatives. 

The condition of Spain, the ordinary citizen of Spain, today, is in a 
deplorable situation of poverty. Its agricultural areas are tremen- 
dously poor. I have traveled through them, I have seen their methods 
which are antique and the question is—the real question in my mind is, 
if Spain does not have a military function in NATO, could we have 
obtained those bases by helping bring the average living standard and 
the strength of the Spanish economy up or was it necessary for us to 
give them military equipment in large quantities which will not add to 
the strength of NATO? 

That is a question that I can’t answer but it is an observation that 
I make. 

Mr. Carnanan. If their price for the bases was this military mate- 
riel, do you think then we should not have paid the price for the bases? 

Mr. Houtrrevp. I wouldn’t take that position. I would say if it 
was thought necessary for the bases to be acquired for the overall 
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concept of military strategy, that we should have acquired it with 
either military aid or with economic aid. 

I wonder if other pressures were not brought to bear in our own 
country, to make it a military aid dumping ground, rather than some- 
thing that I think might have gotten us the bases and giten us the 
task of helping the country to a higher level of self-sufficiency and 
economic strength in its own right. This is a question I pose. I 
cannot answer it. 

Mr. CarnaHANn. One further question. You state also on page 7: 

I wold like to suggest that there is an overbalance of military considerations 


with the consequence of too much military control over foreign policy, and mil- 
itary uid becomes the mechanism for reenforcing such control over foreign policy. 


oo are saying that the military has too much control over foreign 
olicy. 

= Do you think that this situation may have resulted in any degree 
from having the military portions of foreign aid in the same bill with 
economic aid? 

Are we passing a military bill and calling it economic, in other 
words? 

Mr. Houirreip. I would be inclined to think that is what you are 
doing. 

Mr. Carnanan. I believe this year the percentages are 55 percent 
of the money is military aid and 21 percent is defense support, leaving 
only 24 percent of the bill for all other purposes. 

Mr. Houtrrtevp. I recognize, too, that probably you may have to 
pay this price in order to get enough votes in the Congress to get the 
program that we have. 

Mr. Carnanan. If the 2 programs were separated into 2 sepa- 
rate bills, which of the 2 bills do you think would have the best chance 
of passing? 

Mr. Houirtetp. The military. I don’t approve of this, but I am 
answering honestly that I think the military aid would have a better 
chance for passage than economic aid. 

Mr. CarnawaNn. In your opinion, which do you think contributes 
more to strength to defend the free world against the further en- 
encroachments of communism, the military, or the economic? 

Mr. Hourrrevp. I can’t draw the line between the two. I think 
they are both interdependent upon each other. I think the economic 
well-being of the Nation must exist before you can build military 
strength on it. Where that economic well-being does not exist, I 
doubt if the importation of any amount of military equipment will 
give you the strength when the test comes. 

Mr. CarnawaNn. Thank you. 

Acting Chairman Morean. Mr. Holifield, there is a question here 
prepared by the staff: Most of the shortcomings of the military aid 
program which you cite are basically executive responsibilities that 
involve administrative judgment. For instance, we cannot legislate 
new military strategy or up-to-date weapons. 

Now, the question is as ihe: 

A. To what extent could and should the deficiencies in the military 
program on which you have reported be corrected by legislative action? 

Mr. Houtr1evp. Well, this is a very difficult ocuuleeal All of us 
who have been here a long time know that implementation of legisla- 
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tion, particularly in a field as complicated as this, must be left up to, 
to a great extent, the executive branch. 

However, to every extent possible, the Members of Congress should 
set the lines of policy to be followed and to set those standards as 
clearly as possible. ‘There have even been cases, as you well know 
where Congress has passed legislation—I will go to the most famous 
one of all, the NRA, which was declared unconstitutional because the 
Congress failed to set up standards by which executive implementation 
could be properly guided. Now, to the greatest extent possible I think 
our legislation should set up the guidelines. I am not criticizing 
this committee because all of our committees, I think, are sometimes 
guilty of leaving too much up to the executive branch and not imposing 
standards and areas of guidance which would cause them to follow out 
a more properly prescribed course. This is a field where we just 
have to do the best we can, as legislators. 

Acting Chairman Morean. Do you believe a substantial cut in 
military aid funds would cause the shortcomings of the program to 
which you have referred to be corrected? 

Mr. Houirretp. No. No, I do not. I think it requires closer 
management and I think it requires a little bit more courage on our 
part to stand up against some of the pressures that are being brought 
to bear upon us throughout the world which are in my opinion almost 
in the blackmail category. 

Mr. Fascerxu. Will the gentleman yield at this point, Mr. Chairman? 

Acting Chairman Morean. Surely. 

Mr. Fascrtu. Isn’t the problem further complicated by the fact 
that as far as the American citizen is concerned, Congress is adminis- 
tering the program, when actually this is the President’s responsi- 
bility. All of the deficiencies which are brought to the public’s atten- 
tion, the public expects Congress to take some corrective action, when 
in fact, most require correction by the executive branch. All Congress 
can do is legislate broad policy. 

Mr. HouirreLp. Yes. 

Mr. Fascretu. That means all of us in Congress involuntarily share 
in criticism which should be directed elsewhere. Of course, there are 
some who would have Congress do away with the whole program 
because of some failures in its administration. 

Mr. Houtrretp. That is right. 

Acting Chairman Morean. Any further questions? 

Thank you, Mr. Holifield. 

Mr. Houiriretp. Thank you folks for your kindness to me. 

_ Jupp. You have done an awfully good job. An awfully good 
job. 

Acting Chairman Morean. The committee stands adjourned until 
10:30 tomorrow morning. 

(Whereupon, at 4:45 p. m., the committee adjourned to reconvene 
at 10:30 a. m., Thursday, March 20, 1958, in executive session.) 
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THURSDAY, MARCH 20, 1958 


House or REPRESENTATIVES, 
ComMITTEE ON ForEIGN AFFAIRS, 
Washington, D. C. 
The committee met at 10:30 a. m., in executive session, room G-3, 
United States Capitol, Hon. Thomas E. Morgan (acting chairman) 
presiding. 
Acting Chairman MorGan. The committee will come to order. 
This is a continuation of the hearings on the Mutual Security Act 
of 1958 including authorizations for the fiscal year 1959. 
Our distinguished witness this morning is Adm. Felix Stump, 
Commander in Chief, Pacific. 
You have a statement, Admiral? 


STATEMENT OF ADM. FELIX B. STUMP, USN, COMMANDER IN 
CHIEF, PACIFIC 


Admiral Stump. In appearing before this committee, I wish to 
state that in my considered opinion foreign military and economic 
aid are absolutely necessar y to the survival of the United States. 
If our military and economic aid is denied to some of the countries 
of Asia, the time would be very short indeed before those countries 
would be forced to join the Communist bloc. For others, the time 
factor would be longer, but the ultimate result would be the same. 

In past years before this committee I have described the Com- 
munist military threat in this area and the Communist power in Asia. 
I have with me available figures on the military situation. I do not 
propose, however, to review this situation in its entirety at this time. 
Rather, I should like to confine myself to stating that Communist 
power in Asia continues to grow at a fast pace, not so much in man- 
power as in increasing numbers of modern weapons of war which 
improve the enemy striking capabilities. The Communist Chinese, 
for instance, have been supplied with newer types of jet aircraft in 
increasing quantities, with some modern submarines, and possibly 
with missiles. We have continued to modernize our own forces. In 
Korea, we have brought in ground weapons, with atomic capability 
and our Armed Forces in the Far Fast continue to be reequipped with 
the newer types of weapons. However, the forces of our allies in the 
Far East have not been modernized to any great extent and this wi!l 
become a pressing problem in the future. But aside from the increase 
in actual Communist military strength, there are other aspects of 
Communist imperialism that must be considered. 

In the Communist view, the conquest of Asia is a step-by-step 
process. The next objective is southeast Asia. In the first place, 
southeast Asia has that which the Communists badly need; food and 
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raw materials. This would be complementary to the industrial com- 
plex which they are trying to build in China. Conquest of southeast 
Asia would also open the door to Indonesia which has important 
resources of raw materials. Furthermore, the Communist objective 
is ultimately to have either a Communist Japan or a neutralist Japan, 
which would serve their purposes almost as well. Japan needs raw 
materials and food, and a market for her manufactured goods; south- 
east Asia.is the logical complement to Japan’s economy. Therefore, 
if communism were to take over southeast Asia, Japan would be 
forced to accommodate herself to communism or die. 

In 1924, Lenin said: 

First we will take Eastern Europe, next the masses of Asia and finally we will 

encircle the last bastion of capitalism, the United States. We shall not have to 
attack it, it will fall like overripe fruit in our hands. 
It has been said many times that the road to Paris lies through Pieping. 
The impact of a Communist takeover of all of Asia on the free world 
is not appreciated by many people. Western Europe would be in- 
creasingly dependent on the United States. Economically, the United 
States itself would lose billions in investments in these areas as well 
as losing the forward bases which serve to protect us. The United 
States consumes roughly 50 percent of the world’s minerals. A great 
many of these come from southeast Asia and, were they to be lost, 
would require replacements by costly synthetics or development of 
costly resources elsewhere. 

The biggest factor, however, is the slave labor available to com- 
munism which could about double within a few years. Manpower- 
wise we are already greatly outnumbered in the Far East but we 
would be even more so were this to happen. With these accumulated 
materials and manpower Communist production could well outstrip 
the United States. These are projections of what could happen were 
the Communists to take over this part of Asia. The point is that, 
although the loss of Asia would have a most unfavorable impact upon 
the United States, even more importantly the Communists stand to 
gain immeasurably—economically, sociologically, and _politically— 
from the conquest of Asia. 

Taken in this context there are, it seems to me, a number of mis- 
understandings about our mutual assistance program in the Far East, 
particularly military aid. These aspects are of particular importance 
at this time. The objectives of our aid programs in the Far East 
have been primarily to assist in developing stable governments, 
friendly to the United States, and to deny ‘lines countries to the Com- 
munist bloc. In this process, the United States military aid program 
to these countries has been simply a case of first things first. We 
have tried to provide both the older nations and the newborn coun- 
tries of Asia with the means, first, to establish and maintain their 
internal security and, second, in so doing, to present a strong deterrent 
to the inroads of communism. Without these means, some of these 
free governments would have collapsed. The Philippines in 1950, 
1951, and 1952 were under a great threat from the Huks which, al- 
though not entirely eliminated, has now been cut to a relatively low 

oint. These were the objectives of the military aid program in its 
initial phases in the Pacific Command. 

(Security deletion.) 
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Admiral Stump. Now I know that a great many people are saying 
there is an imbalance between the economic and the military aid pro- 
grams. It is difficult in many cases to arrive at what might be con- 
sidered a proper balance. 

[Security deletion.] 

Admiral Stump. Since the Tachen’s evacuation in February 1955, 
the Communists have embarked on no new military adventure in free 
Asia. It seems to me that this is the best proof of the fact that the 
military aid program has been successfully fulfilling its purpose. It 
is, I think, evident that whenever the Communists see a government 
which has not the strength to resist, they will attempt a whirlwind or 
“walk-in” conquest. They believe that such conquests can be glossed 
over in much the way that Czechoslovakia or one of their other con- 
quests was glossed over and will soon be forgotten in the rush of world 
events. It therefore is our objective to make these countries strong 
enough that the Communist will not be able to “walk-in.” Rather, 
if they do make the attempt, that there will be enough resistance to 
allow time to invoke the U. N. Charter or other alliances and bring in 
United States and Allied assistance. Once this action occurs, the 
road is no longer easy as far as the Communists are concerned. If 
there is enough resistance to their aggression, they will feel that the 
adventure is not worth the risk. 

In the past few years, the military aid program in the Far East 
and southeast Asia has accomplished much, some of which is just now 
becoming apparent. In Vietnam we have succeeded in buildin 
armed forces which are, although relatively small, efficient and well 
trained and are doing a good job in maintaining security. In Taiwan 
and Korea, the armed forces have advanced considerably over the 
past 3 years. All these armed forces are improving in capability and 
operating in conjunction with United States forces through exercises 
of various types in increasing frequency. 

[Security deletion.] 

Admivel Sever: For the next few years, it appears to me that the 
Communist threat will continue unabated. As long as the standoff 
continues between Russia and the United States, communism will 
continue to nibble at the non-Communist world. We must be 
prepared to stop these nibblings in every way we can. The foreign 
aid program is a major way of doingso. For the next few years. most 
of these Asian countries, with the possible exception of Japan, will be 
unable to maintain the essential forces required to hold the Com- 
munist threat in check without our assistance. Additionally, some 
of these forces will have to be gradually modernized, as I mentioned 
before. I’m not speaking now of ballistic missiles. Originally, these 
forces were equipped with World War II type equipment, ships, and 
arms. This equipment is gradually becoming obsolescent, worn out. 
Attrition alone will make some replacement mandatory. It will 
necessitate a maintenance and replacement program which will have 
to be carried on over the next few years with some new types of 
equipment added in some cases. 

The situation in the Far East is far from stable. If it were stable, I 
would be among the first to recommend a reduction of military aid as 
well as economic aid and economic loans. But I feel that for the 
present, maintenence of these forces is both critical and essential for 
the defense of the United States itself 2s well as the entire free world. 
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For this reason, I believe that military aid must be continued at a 
reasonable level for the Far East for the next few years at least. We 
have made what in my opinion is a worthwhile investment with great 
profit to the free world. It should be continued. 

Acting Chairman Morean.Thank you, Admiral Stump. 

Admiral, in your statement you mentioned that modernization of 
equipment is going on. 

Are you satisfied with the modernization of equipment in your 
command and do you feel it is progressing as rapidly as possible? 

Admiral Srump. In the United States forces. 

Acting Chairman Morean. In both. In both the military aid pro- 
gram and the equipment of our own forces. 

Admiral Stump. In the military aid program perhaps not. I think, 
however, it is something we have to do gradually. The Asians have 
to be taught how to use the equipment. It is continuing at a satis- 
factory rate in the air equipment. We now have modern jet aircraft 
in free China and also in Korea and they are being introduced into 
Japan 

In our own forces none of us are ever satisfied with what we get but 
I think we are getting it at a reasonable rate. 

Acting Chairman Morean. There has been some criticism and the 
charge has been made in this committee that our military-aid pro- 
gram 1—and especially in the section of the world which you command— 
is nothing but a dumping ground for obsolete material that is cast 

off by our own forces. 

Do you think that accusation is true? 

Admiral Stump. It is not quite true, sir. They now have a very 
good system of valuing equipment at a reasonable figure. In other 
words, they don’t count a 5-year-old tank at its original price, and so 
forth; so I think we are getting a very fair deal on that. 

Acting Chairman Morcan. Do we have programs under your 
command where we are training jet pilots in some of these countries? 

Admiral Stump. We are training them and have them actually in 
Thailand, in the Philippines, in free China, Korea, and Japan. 

Acting Chairman Morgan. Thank you, Admiral. 

Mr. Vorys—— 

Mr. Vorys. Admiral, we are glad to have you back and I wish all 
the members could hear your statements and your comments. 

You mentioned there have been no new military adventures since 
February 1955. Could you give us an idea as to whether the Formosa 
resolution which was passed by Congress had anything to do with 
holding up the ‘new adventures’’? 

Admiral Stump. I think it had everything to do with it. I think 
the Communists are afraid because of that resolution we will act and 
act immediately to resist aggression and attack and I think particu- 
larly the good part of it is that the President of the United States has 
the right to determine whether or not an attack on the offshore islands 
constitutes an attack on Formosa and the Pescadores and I think that 
has prevented anything more than the usual shooting back and forth 
of artillery, with no attempt to take them. 

Mr. Vorys. I imagine that the Communists get around out there 
and know what there is in the way of available military equipment. 

If we didn’t have some military backup for the Formosa resolution, 
I presume it might lose some of its effectiveness. That is, you need 
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both the resolution part of it, the clear warning, and you need the 
stuff there to back it up. 

Admiral Stump. We need the local backup that the countries 
themselves have, and the United States power that we have in the 
western Pacific to back that up, which is the 7th Fleet and the air 
forces and the marines that we have stationed out there. 

Mr. Vorys. You mentioned that the situation now is unstable and 
what we are doing constitutes a holding operation against nibbling. 
We were out there and saw there were merely uneasy cease-fires in 
Korea, in Vietnam and Taiwan—not even a cease-fire there. We 
realized how uneasy it is. 

Would you be willing to give us a look into the future as to what is 
ahead? 

In the first place, does the present free world plus the uncommitted 
part constitute a viable organization? I don’t know that I like that 
word. 

Admiral Stump. I know what you mean. 

Mr. Vorys. Could that operate and is there any chance of a change 
in China, on the Communist side? 

Admiral Stump. There are a great many people including the 
Chinese nationalists who think that there could well be a change 
in Communist China. There is a great deal of opposition to the 
regime. They have killed 18 million people there and they couldn’t 
do that without incurring a tremendous amount of enmity. They 
have forced people to go out and work on the production of agri- 
cultural products. They are regimented. I think there is a growing 
dissatisfaction among the college students. It is difficult to educate 
people in college, even in technical things, without teaching them to 
think and, if they think, they are inclined not to like the kind of a 
government that they live under where they are so regimented. I 
think there is hope eventually for a break up inside and I think that 
is our main hope in Russia. 

Does that answer your question, sir? 

Mr. Vorys. That answers the second part of it. The other part 
was whether what we have free now, if they don’t nibble any further, 
could eventuate into an economic system that would work and sup- 
port itself. Japan relying on trade with the southeast, with Indonesia, 
furnishing materials, and so forth—have you thought about that? 

Admiral Stump. Yes. 

We are talking about the non-Communist part of Asia working 
out an economic system. 

I think so, sir. I include in southeast Asia all the areas to the south- 
east of Red China. When they develop wants that are greater, they 
will naturally want to absorb more and more manufactured products 
of Japan and they have the raw materials that Japan has to have 
and I should think that right there in the interchange of economies 
between those countries and Japan that we might find that Japan is 
able to support herself and that these countries are able to support 
themselves. 

Mr. Vorys. Thank you very much. 

Acting Chairman Morean. Mr. Burleson—— 

Mr. Burieson. Thank you, Mr. Chairman. 

Admiral Stump, 7 or 8 years ago or maybe 9 or 10 years ago I was 
asking the question before this committee as to the purpose of our 
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supporting Formosa. I notice you made reference to Taiwan, and 
Korea; that their armed forces have advanced considerably over the 
past 3 years. 

I recall Admiral Radford’s response to that question. He said the 
purpose of our supporting Formosa was for “forces in being.” I 
never knew just what that meant. I quit asking the question because 
as time went on, it got to be unpopular to even question the reign of 
Chiang Kai-shek in Formosa. Some people seemingly thought that 
such questions indicated a lack of sympathy. 

Is Chiang Kai-shek leashed or unleashed now and who is leashing 
him or unleashing him? What is the purpose? Why should we con- 
tinue to support the Chiang Kai-shek regime on Formosa? 

Admiral Stump. Of course, we don’t want to get involved in a war 
at this time with Communist China and we would not like to see 
Chiang Kai-shek start an operation which would lead to war when 
we have an alliance with him and are pledged to protect him. The 
fact of the matter is—I would like to say off the record, if | may. 

Acting Chairman Moraan. Off the record. 

(Discussion off the record.) 

Mrs. Cuurcu. Would the gentleman yield? 

Mr. Burusson. Yes; If I have any time. 

Mrs. Cuurcu. I am sure that you would not mind being reminded 
that the Generalissimo is a Christian and a good Methodist so I do 
not think that he is looking forward exclusively to Confucius. 

Mr. Buruzson. I stand corrected and make it John Wesley instead 
of Confucius. 

Acting Chairman Morean. Mrs. Bolton 

Mrs. Botton. I have just one little question. 

You said so positively that 18 million people have been killed off 
in China. How do you know that? 

Admiral Stump. That is a pretty good question and I don’t know 
it, but that is the best figure we get from our intelligence sources and 
I think it is a reasonably good figure. 

Mrs. Bouton. Our intelligence sources are largely Chinese, are 
they? 

Admiral Stump. They are Chinese and some reports of people both 
Chinese and Europeans who come into Hong Kong and what they 
hear in China and what they have seen and so forth—some of whom 
have been there all the time. 

Mrs. Bouron. You are right, that is where our hope is, explosions 
within both China and Russia. 

No further questions. 

Mr. Vorys. Would the gentlewoman yield? 

Mrs. Botron. Yes, indeed. 

Mr. Vorys. I talked recently to a Chinese who taught in China where 
I did 39 years ago; recently he stayed in China with the Chinese 
Nationalists to the end. He said to me that the Communists stated 
the way to solve China’s economic problems was to just have 100 
million less Chinese and they were embarking on that liquidation 
deliberately as one way to handle the food situation. I have that 
much intelligence from a Chinese who quotes Communist authorities. 

Mrs. Botton. Mr. Chairman, I have been asked to yield by Mr. 
Fulton. 
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Mr. Futton. While we are on the subject of China, could we ask 

ou what effect you think that the recognition of Communist China 

the United States would have ? Secondly what is your position on 
the admission of Communist China to the U.N. 

I am asking that in reference to these questions that have just 
come up so that we could have your view on these points as a security 
matter, on the United States defense capability. 

Admiral Stump. I will answer it from the security side. It has 
been well answered from the political side by a speech that Secretary 
Dulles made at San Francisco some time ago and he just referred to 
that in the SEATO meeting that I just attended in Manila. It 
thoroughly explains the United States position. He told them there 
that every word of that speech had been approved by the President 
of the United States before he delivered it so I won’t go into that. 

From the military side of the thing it would have such a terrific 
effect on the morale of the Chinese people, not only in free China but 
the 13 million, or about that number, of overseas Chinese, that they 
would simply throw up the sponge and just turn Red. I mean they 
would get on the winning side. There are, as you know, very large 
Chinese populations in every country in southeast Asia. 

Mr. Futton. So you strongly oppose United States recognition of 
Communist China and her admission to the United Nations as a 
security measure. 

Admiral Stump. It would be a very bad thing from a security point 
of view. It would be fatal from a security point of view,I really 
believe. 

Mr. Funtron. Either one of them? 

Admiral Stump. Yes, sir. Either one of them. 

Acting Chairman Morgan. Mrs. Kelly—— 

Mrs. Ketiy. Thank you, Mr. Chairman. 

Admiral, this is a question that doesn’t pert: in too much to your 
presentation before us, but on page 1 you mentioned a quote in 1924 
from Lenin. I have used that many times and I received a letter from 
California about 2 weeks ago that it was not authentic. I would 
appreciate it if you give me the source because I have called the 
Congressional Library and several other sources; it cannot be found. 

Admiral Stump. I think I can find it. 

Mrs. Ketiy. There is quite an argument about the source of this 
quotation. 

Admiral Stump. I can get it, I am sure. 

Mrs. Keutiy. Since 1955, can you tell us to what degree the Com- 
munist forces in the Far East have been modernized ‘To what degree 
have the Communist forces in Red China, North Korea and North 
Vietnam been modernized? 

Admiral Stump. I can tell you something of that. We know, for 
instance, that they greatly increased their number of jet aircraft. 
We have a pretty good lineup on that. We have even seen later types 
of aircraft than were available, or we knew that Russia had at the 
time of the Korean war. They have also gotten submarines from the 
Russians which are quite new. With regard to their Army forces I 

can’t give you quite as much. 

(Sec urity deletion). 

Mrs. Keuty. In North Korea? 

Admiral Stump. No, in China I was talking about. 

21862—58—pt. 9 —9 
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In North Korea, of course, we have a tremendous amount of evi- 
dence on that. 

Mrs. Ketuy. On missile launchings? 

Admiral Stume. No, on modernization, or building up, contrary 
to the armistice agreement, of airfields. 

Mrs. Ketty. What was the date we decided to nullify that? 
That was last year, wasn’t it, last June or so? 

Admiral Stump. July of last year. The actual decision to suspend 
performance of paragraph 13d of the agreement was made June 21, 
1957. 

Mrs. Ke.uy. To what degree have we actually built up our forces 
as a result of the abrogation of the truce agreement? Are we modern- 
izing our forces by a crash program? 

Admiral Stump. Howitzers and Honest Johns. 

[Security deletion. | 

Mrs. Ketuy. In this book it shows major combat forces. 


STATEMENT OF CAPT. BERTON ROBBINS, DIRECTOR, FAR EAST 
REGION OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE 
FOR INTERNATIONAL SECURITY AFFAIRS 


Captain Roxssins. That is the strategic objectives established by 
the JCS. 

Mrs. Ketiy. Our own? 

Captain Roxssrns. Korean forces. 

Mrs. Keuiy. When will that come into being? 

Captain Rossins. We have no date. 

Mrs. Keuty. Is there any planned date? 

Captain Rosppins. We would like to say there is a date but we 
cannot forecast a date because we are now in the midst of negotiations 
with the Koreans to [security deletion]. 

Mrs. Ketuy. Are we reducing the United States forces? 

Captain Roxssrns. No, ma’am, we are not. 

Mrs. Ketiy. Then actually the aid out there has continued to be 
economic largely? 

Admiral Stump. It is largely military. 

Mrs. Ketiy. Military in the guise of defense support which is 
economic in order for them to maintain their forces. 

What actual military evaluation are we giving them to meet their 
requirements or their goal in the future? 

What I want to know is, how modern are the South Korean troops? 
[Security deletion.] 

Admiral Stump. They have very good artillery [security deletion] 
and they have very good infantry. 

Mrs. Ketuy. If such an aggression occurs, we move immediately? 

Admiral Stump. We are there already with two divisions. We 
would have to. 

Mrs. Ketiy. The same thing applies in Vietnam? 

Admiral Stump. In Vietnam, there it would be according to the 
SEATO Treaty which says each of the signatory powers will act in 
accordance with their constitutional processes. 

Mrs. Ketiy. But we would be ready to go. 

Admiral Stump. [Security deletion.] I think there would have to 
be a decision made here in Washington. 

[Security deletion.] 
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Mrs. Ketiy. Do we have troops in the Korean line? 

Admiral Stump. We have two divisions. One division in the line 
and one backing it up. Of course, we have bases and American forces 
in the Philippines so it would be impossible to have the Philippines 
attacked without us being involved. 

Mrs. Keuty. Is any of the defense support going into Vietnam 
building up airfields? 

Admirel Stump. No, we are not building airfields. We are fixing 
up the airfields there. 

Mrs. Ketiy. Vietnam is fixing up the airfields. Are the Viet- 
namese doing that? 

Admiral Srump. It is done with our defense assistance. 

Mrs. Ketty. How many runways in Vietnam are ready at this 
moment? 

Admiral Stump. Two. 

Acting Chairman Morean. The gentlewoman’s time is expired. 

Mr. Merrow 

Mr. Merrow. Thank you, Mr. Chairman. 

Admiral Stump, we are glad to have you with us. 

This program calls for $835 million in defense support, the major 
part of it going to the Far East and the Pacific. 

In the 21st report put out by the Committee on Government 
Operations, there is this statement: 


In the absence of planning and clear purpose behind this long-range objective 
of eventually terminating defense support, this type of spending may also be 
characterized as haphazard and not indicative of good judgment. 

My question is, in reference to the defense support in this area, 
What would you say as to its effectiveness and importance? Is it 
haphazard and not characterized by good judgment? 

Admiral Stump. I think it is definitely not haphazard but carefully 
planned as well as we can plan it and as efficiently and economically 
and honestly administered as possible. I feel that without this help 
Asia will go Communist and I don’t think Europe would be very 
far behind if Asia goes Communist. In other words, I think the 
Communists will win the whole world if we lose Asia. 

Mr. Merrow. “To the extent that economic development is 
disguised as defense support’—a term which implies a military 
purpose—“‘the Congress and the public are being misled.” 

Is this being disguised? 

Admiral Stump. I don’t believe that is true, sir. 

Take Korea, for instance, sir. It would be absolutely impossible 
for us to give purely military aid to Korea and not have them com- 
pletely collapse, because they don’t produce enough of the soft goods, 
as we call it in the military, to feed themselves and clothe themselves 
and provide a minimum standard of living which no American could 
tolerate, if we didn’t give defense support, which is mainly economic, 
which goes with it. 

Mr. Merrow. There is another quote— 
to the extent that economic development is disguised as defense support we play 
into the hands of Communist propagandists who delight in stressing the military 
aspects of our mutual security program. Where American foreign aid funds 
are spent for nonmilitary purposes it is to our advantage to let the fact be known. 


How would that apply to this area? 
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Admiral Stump. I think that is a distorted statement, if I may say 
so. I don’t say there is any definite line that can be drawn between 
purely economic aid and defense support but we try not to put any- 
thing in defense support that we don’t honestly feel is necessary to 
ae the armies and military forces in existence. We try to draw the 
ine. 

I don’t say it is done every time. There are many economic projects 
which are equally military projects, such as the highway, for instance, 
that we are trying to get built across central Vietnam. It is military 
because it gives a chance to get military forces into an area [security 
deletion] that the Vietminh travel in and there is no way to go in there 
unless it is by helicopter. It would take a matter of weeks to walk in 
[security deletion]. But it would also open up the plateau regions for 
settlement of many of these 500,000 refugees so it is good economically 
and it is good militarily. 

Mr. Merrow. Is it your opinion that the money spent for defense 
support in this area then is of direct advantage to building up the 
military strength of the countries? 

Admiral Stump. Not only of advantage but necessary. 

Mr. Merrow. And would it be necessary to separate what is 
purely economic in defense support from what is purely military, or 
is it all advantageous from a military point of view so that it can’t be 
separated? 

Admiral Stump. I think it is all advantageous from a military 
point of view so it could not be separated. 

For instance, defense support would include the facilities for pro- 
viding clothing for troops. Well, that is military but it is also eco- 
nomic. 

Mr. Merrow. You see no advantage to trying to break this down 
or get it under another name or two names? 

Admiral Stump. I don’t. Maybe from the propaganda point of 
view it might be better in the minds of some people to say we are 
giving economic, not military aid, but as long as the Communists are 
doing what they are doing, I don’t care how much they think we are 
giving in military aid or how much they think we are building up 
our own or allied military forces. I think that is a good thing. 

Mr. Merrow. But none of this aid as you have said can be charac- 
terized as haphazard and not indicative of good judgment. 

Admiral Stump. I wouldn’t dare say that we don’t have many cases 
of poor judgment. Just as sometimes I have bought a lemon for an 
automobile, but I think we attempt to do it honestly. I think we have 
made some mistakes but I think considering the amount we are doing, 
the mistakes are so much in the minority that they are almost 
negligible. 

Mr. Carnauan. Will the gentleman yield? 

Mr. Merrow. If I have time. 

Mr. CarnauwAn. You would say the aid is being effectively used at 
the present time regardless of what category it is put into or how it is 
labeled? 

Admiral Stump. Yes, sir; I think that is true. 

Mr. Carnanan. And you think regardless of label it would still 
_ be spent for the most effective uses. 

Admiral Stump. Yes, sir. 
Mr. CarnauAn. Do you think labeling would get in the way? 
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Admiral Stump. No, I don’t believe so, sir. Sometimes I think it is 
very difficult to say just what ought to be done in economic aid. 
Economic aid, for instance, in the long-range doesn’t have any im- 
mediate military effect, perhaps, except that it adds to the economic 
stability of the country which is certainly necessary if they are going 
to keep their armed forces going. 

Mr. CarnaHan. And if the gentleman would yield further I have 
one other short question I would like to ask. 

Mr. Merrow. Yes. 

Mr. CARNAHAN. You spoke of hoping for a blowup. Is there any 
indication that there might be a blowup in China or any of the other 
Communist areas? 

Admiral Stump. No, sir; no immediate indication. It may go on 
for years and years, but we just hope. It is impossible I think for 
myself or you or any other American to believe that people can be 
educated—and they must be educated if they are going to keep up 
with the advances, the technological advances in its modern world— 
they must be educated, and how you can educate people and have them 
live in a state of slavery indefinitely is beyond my realm of under- 
standing. That is the reason I have a hope that that will happen. 

Mr. Vorys. Admiral, you mentioned clothing for troops. In prior 
years I thought that that particular item was under ‘Direct forces 
support,’”’ which was in the military budget. I don’t know about 
this year. I would like to find out whether clothing for troops is 
literally in the defense-support item or whether it is still carried in 
the military item. 

Admiral Stump. It may be in defense support. 

For instance originally in our agreement with the Philippines which 
was made back in 1954 about the number of troops they would have, 
they were to furnish what we called the soft goods. The economy of 
the Philippines couldn’t do it and we had to come in with some assist- 
ance in clothing, and so forth, but our idea generally is to build up 
the facilities for manufacturing such in the country concerned. 
Defense-support facilities. We don’t manufacture the clothing in 
the United States and send it over to them. We give them the assist- 
ance in manufacturing it themselves. 

Does that answer the question, sir? 

Mr. Vorys. Yes; it does. 

Acting Chairman Morean. Mr. Selden—— 

Mr. Setpen. Thank you, Mr. Chairman. 

(Security deletion.) 

Mr. Sretpen. I asked that question because I have read newspaper 
accounts which indicated that there were more nationalist troops on 
Formosa at the present time than are necessary. 

Let me ask you another question in connection with Formosa. Are 
the older troops on Formosa being replaced with younger men? Are 
there enough young men coming along to take the place of the older 
troops? 

Admiral Stump. Yes, sir. I probably have the figures with me, 
but for the last 3 years I believe it is, the average age has been 
decreasing. 

The Taiwanese are coming in in large numbers and, of course, they 
are very young and they are also letting out—they have let out 20,000 
I think in the last year, of their older troops and they are teaching 
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them trades, some of it with our help, so they can establish themselves 
as civilians and make a living, the relatively younger ones, that is. 

Mr. Sexpen. I gather from your answers, Admiral Stump, that the 
Nationalist army on Formosa is an up-to-date outfit and that the 
number of Nationalist troops in being at the present time is necessary. 

Admiral Stump. Yes, sir. 

Acting Chairman Morean. Admiral, Mr. Fulton was here and he 
left this message for you. He says: 

Admiral, glad to see you again. I have to go to a meeting on the New House 
Space Committee. Your statement is excellent. Thank you. Congressman 
Jim Fulton, Pittsburgh, USNR. 

Mr. Fulton served in the Naval Reserve during World War II. 

Mr. Morano. What is his rank? 

Acting Chairman Morcan. Mr. Morano 

Mr. Morano. I don’t know his grade. 

Mr. Sextpen. I think he is a commander. 

Mr. Morano. Admiral Stump, I wish to compliment you for a very 
forceful and vigorous statement and also to congratulate you for the 
forthright and frank answers that you have given to the members 
who previously questioned you and T am pleased to hear about your 
position which reenforces the Secretary of State and the President 

with régard to the recognition of Red China and the admission of Red 
China to the U. N. 

In your statement you say that we must keep the military assistance 
at a reasonable— 
for this reason I believe the military assistance must be continued at a reasonable 
level for the Far East for the next few years, at least. 

Now, I note that our military assistance this year for that area is 
$399 million and that our defense support is $595 million. Then 
I see that in 1958 our military support for Korea was [security dele- 
tion] and now it has dropped to [security deletion]. 

I see that defense support for 1958 was $215 million and that has 
increased in this year’s proposal to $240 million. 

Can you give me a reason for the decrease in the military assistance 

and the increase in the defense support? 

In Korea, for example? And the rest of the chart shows similar 
circumstances prevail in other countries in that area. 

Admiral Srump. [Security deletion]. When I said ‘reasonable,’ 
I think that the amount we are spending now is not great enough and 
if I might say one thing off the record—may I speak off the record, 
please? 

Acting Chairman Morean. Off the record. 

(Discussion off the record.) 

Admiral Stump. Back on the record, now. 

Excuse me. 

We now have greater expense to keep to an even level, due to the 
fact that we have used up most of our war stocks from the Korean 
war and we now have to go into new procurement, which is at a much 
higher price and cost to us. 

Mr. Morano. I gather from what you are saying, Admiral, that 
any attempt to cut this figure of $399 million for military assistance 
and the $595 million for defense support would be risky business, as 
far as you are concerned, in your area? 

Admiral Stump. I think it would be very definitely risky. 
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Mr. Morano. You would rather see some increase? 

Admiral Stump. I would definitely like to see it increased. 

Mr. Morano. You don’t hold out too much hope for that though; 
do you? 

Admiral Srumpr. Not too much. 

Mr. Morano. One other question, Mr. Chairman. 

There is a move in the other body to propose to put all of this mili- 
tary assistance in this bill into the Defense Department, a move, of 
course, proposed by the administration a year or two ago and rejected 
by the Congress. 

Have you any opinion on that or is that just a policy matter? 

Admiral Srump. I would like to pass that to Captain Robbins who 
is with me and knows much more about that than I do. 

Captain Rossins. All I can say is in reviewing Mr. McElroy’s 
comments yesterday, he stated that the reason we did not press for 
it this year was because Congress turned it down last year. 

In reply one of the Senators commented that ‘The Senate favored it. 
It was the House which turned it down.” 

Secretary McElroy thereupon said something to the effect that, if it 
was the sense of the Congress that they wished this thing considered 
again, the executive department would be prepared to make a 
submission. 

Mr. Morano. I am trying to determine whether it would have any 
effect on our area. 

Admiral Srump. At my level, it would not matter just as long as 
we get the money and the support, sir. 

Mr. Morano. No further questions, Mr. Chairman. 

Acting Chairman Morean. Mr. O’Hara. 

Mr. O’Hara. Admiral, I have a word of encouragement: If the 
Navy, after being reinforced by Congressman Fulton, USNR, needs 
further reinforcement, we have Oscar “Lenoir, running ‘the elevator i in 
the House Building. He served in the Navy in the Spanish-American 
War. 

Admiral, I find a note of optimism in your statement. You state 
that military aid must be continued at a reasonable level in the Far 
{ast for the next few years at least. Do you think there is a chance 
that after a few years we can abandon this program? 

Admiral Srump. If the Communists blow up from inside. 

Mr. O’Hara. Do you expect that? 

Admiral Stump. I do not have any time schedule on it, sir. I do 
not know whether it will be 5 years, 10 years—or maybe 30 but I 
just do not see how a system of that kind can go on murdering people 
and enslaving people forever without blowing up from inside. 

Mr. O’Hara. As you know, we are asked by our people at home, 
“How long is this to continue?” You cannot tell us the probable 
date of termination? 

Admiral Stump. I do not know. 

Mr. O’Hara. Thank you very much. 

Acting Chairman Morean. Mrs. Church? 

Mrs. Cuurcnu. It is good to see you again, Admiral. I am afraid 
that I am bristling with questions not too much related. 

I was opposed to the return of the Amami Islands, especially to 
giving over more even than the Japanese asked for. Is there any 
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increasing demand for the return of Okinawa and is there any circum- 
stance under which we would consider such a step? 

Admiral Stump. We have Okinawa for one reason and that is for 
our own defense. We spent $500 million in building installations 
there, and we have $500 million worth of equipment. We have a 
billion dollar investment there. 

Mrs. Cuurcu. And you would not like to see it given up? 

Admiral Stump. As long as the Communist force exists in the 
strength it does in China, we cannot give it up and should not even 
consider it. 

Mrs. Cuourcu. Would you extend that statement to include all 
other territory which is currently being coveted, as a bit of wishful 
thinking, by Japan? 

Admiral Stump. Do you mean Bonin Islands, for instance? 

Mrs. Cuurcu. Yes. 

Admiral Stump. I would not give the Bonin Islands at any time 
except under the same conditions. 

(Security deletion.) 

Mrs. Cuurcu. Then may I ask whether you have reached satis- 
factory settlement on the naval bases in the Philippines? 

Admiral Stump. We did not make any settlement at all on that, 
but I think we have—perhaps I could call it a modus operandi with 
the Philippines [security deletion] and we are going to operate 
[security deletion] together. I think we are getting along all right. 

Mrs. Cuurcu. Is the situation satisfactory to you? 

Admiral Stump. Yes, it is satisfactory in that we are getting along 
all right and the people there are friendly and so forth. 

(Security deletion.) 

Mrs. Cuurcu. Is the situation as it is now a permanent solution? 
Have we stopped trying? 

Admiral Stump. We are ready to open it up and discuss it at any 
time the Filipinos want to but I do not think we are pressing it. 

(Security deletion.) 

Mrs. Cuurcnu. Do you believe that the time would come when we 
would feel the chips were down and if we went beyond that point, we 
would be losing strength rather than gaining? 

Admiral Stump. I do not know exactly what you mean but I think 
any Communist aggression anywhere has to be resisted by the United 
States and the country concerned and that we cannot afford to lose 
any local wars. 

Mrs. Cuurcu. What I meant by my question was whether or not 
the time might come when just maintenance of the status quo through 
military aid or economic aid was not enough. That we might be 
forced into action, and in consideration of a timetable, might there 
be danger that we go beyond the right moment to take that action? 
Is that any clearer to you? 

Admiral Stump. Do you mean we would start fighting because we 
were afraid we were losing out if we did not fight? 

Mrs. Cuurcu. We might either feel we should start fighting and 
do ‘t, or feel that we should start fighting but decide we would not. 

Admiral Stump. I do not think the United States will ever start a 
war, local or otherwise, and I think in general we would hope we would 
not get all our teeth knocked out before we did start. In other words, 
if the enemy starts, I hope we will be very quick on the trigger and 
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fight to preserve ourselves without any hesitation, and in sufficient 
force to win. 


Does that answer that? 

Mrs. Cuurcu. Would it be fair to ask you whether you at the 
present time think we would win? 

Admiral Stump. Yes: I think we could. 

Mrs. Cuurcu. Thank you very much. 

Acting Chairman Morean. Mr. Coffin? 

Mr. Corrin. No questions, Mr. Chairman. 

Acting Chairman Morean. Mr. Curtis? 

Mr. Curtis. Admiral, in an answer to Mrs. Kelly, you referred to 
the buildup in North Korea as being in violation of agreements. I 
think it is important for the public to know more about these viola- 
tions. Was there violation of a treaty? 

Admiral Stump. Of course there, sir, it is an armistice, an armistice 
agreement, no treaty obtains. We are still at war. 

The United Nations, rather, is still at war with North Korea and 
the Communists have openly and clearly and definitely violated the 
armistice. 

Mr. Curtis. And who were the agreements between? 

Admiral Stump. The agreement there was between the-——— 

Captain Rossins. The North Koreans and the Chinese Volunteers 
and the 16 United Nations engaged in Korea. 

Admiral Stump. The United Nations was on one side, including the 
United States, and the North Koreans and Chinese Communist 
volunteers on the other side. 

Mr. Curtis. There was a clear agreement that there would be no 
further buildup in forces? 

Admiral Stump. Yes, sir, it was stated there would be no reinforce- 
ments, there would be no introduction of new arms, there would be 
no improvement of military installations such as building airfields 
and so forth. 

Mr. Curtis. These people who signed for the North Koreans and 
the Chinese volunteers, were they able to bind the Russians? 

Admiral Stump. If we signed a treaty with some country saying we 
would not build any more airfields in the United States and then let 
England come in and build airfields, we would be clearly violating 
the treaty. 

Mr. Curtis. Who was it that built up these forces there? 

Admiral Stumr. The North Koreans with the assistance of the 
Chinese Reds, and possibly the Russians. New Russian equipment 
has been introduced, new airfields built and there was a great rein- 
forcement of the North Korean forces. 

Mr. Curtis. Thank you, Admiral. 

Acting Chairman Morean. Mr. Saund? 

Mr. Saunp. Thank you, Mr. Chairman. 

Admiral, let me congratulate you on the way you answer questiens 
with a definite yes or no, without any maybe’s or if’s. 

In answer to Mr. Merrow you gave some very definite, positive 
answer. I think what he was referring to was a report made by a 
congressional committee who went out to investigate the situation in 
the Far East. 

There was the word “haphazard” used by the committee. Now, is 
it in the line of your duty to check upon the manner in which the 
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money is allocated and do you supervise how it is spent so you can 
give an opinion on it, whether it is haphazard or not? 

Admiral Stump. No, sir. I keep track of it and make reeommenda- 
tions concerning it but I do not have the direct control of the ex- 
penditures nor the projects. 

Mr. Saunp. In other words, could you say when you read the 
statement of that committee that it was haphazard, you do not have 
information to say whether it was or not? 

Admiral Stump. I think I do know enough about what is going on to 
know it was not haphazard, except, as I said, there were undoubtedly 
mistakes made in a project as big as that, here and there, and I think 
perhaps the committee that made that report was at least misinformed 
to the extent where, if they found a few things wrong, they assumed 
everything was wrong. 

Mr. Saunp. They made an investigation of possibly many of those 
projects disclosed from their investigation. Is it your duty to make 
those investigations, also? 

Admiral Stump. Not on defense support, but it is on military 
assistance. 

Mr. Saunp. With regard to defense support it is very important 
because it is coming up. 

The committee recommended that it would be good for the morale 
and for the public relations job in that part of the world that if we 
give any support for economic benefit of the nations, to call it economic 
instead of military, because the Communists do use this line of 
propaganda, that all the United States is interested in is for these 
nations to fight the American battles. 

Are you in a position to make a comment on that, whether it is good 
to call it economic aid or defense support? Is it in the line of your 
duty to study that civilian aspect? 

Admiral Stump. Of course I do not care what the label is, just so 
they get the aid. I would not disagree with the idea that anything 
that could be called economic support, to balance the propaganda 
that the Russians put out about the economic support that they give— 
that might be a good idea. I do not know. 

Mr. Saunp. You will agree with me that the morale of the people 
in the Far East, all of them—Vietnam, Korea, and Taiwan—is 
extremely important in any action that we take? 

Admiral Stump. Absolutely, sir. 

Mr. Saunp. What would you say, today, about the morale of the 
Vietnamese people? The people in South Vietnam, their friendship 
toward the United States and their willingness to really go out and 
defend themselves at all costs if they are invaded by the North 
Vietnamese? 

Admiral Stump. I believe the army will fight and defend themselves 
and I believe the morale of the people has been continually improving 
and certainly the economic conditions in the country and the way they 
clean it up and the way they support their president I think is very 
encouraging and beyond our wildest hopes 4 years ago. 

Mr. Saunp. I am glad to hear that. You will also agree that, if 
anything which we do, in calling this defense or something like that 
as long as we give you the money that you need—of course we would 
not give you all the money you need—if it helps the morale of those 
pepe over there, you certainly would not say that it is a bad thing 
to do. 
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Admiral Stump. No, sir, I would not but I would not be an expert 
on that particular question. 

Mr. Saunp. The questions of Mr. Merrow tried to get you to agree 
with his viewpoint and I just wanted to bring out that you are not an 
expert on that matter. 

Mr. Vorys. Will the gentleman yield? 

Mr. Saunp. I yield. 

Mr. Vorys. There has been talk about what the Communists 
would say about our naughty motives in furnishing either economic 
support or military support. 

Would you give us your judgment as to whether they would say 
something nasty about it regardless of the label we put on it? 

Admiral Stump. Mr. Congressman, I think they would say any- 
thing nasty they could about us and I would not bother myself one 
bit about what they said and I do not care how strong they think 
we are in a military way. 

The stronger they think we are, the better off we are. But if it 
will help propagandawise or whatever you want, to say it is something 
else or to call something economic and not military, as far as I can see, 
it would not hurt anything, as long as we do the job. 

Mr. Saunp. We appreciate that. We have talked to General 
Norstad who talks that way and feels that way. 

I am not against anything you said but I just wanted to bring out 
that one point very clearly, that you do not pose as an expert to talk 
about matters which a congressional committee has investigated and 
they have given their honest opinion about that. 

Acting Chairman Morean. Mr. Carnahan. ' 

Mr. Carnanwan. One short question: Your quote from Lenin is in 
a paper marked “Secret.”’ Is that part secret? 

Admiral Stump. No, sir. 

(Discussion off the record.) 

Acting Chairman Morgan. Mr. Zablocki. 

Mr. Zasiocki. Thank you, Mr. Chairman. 

It is good to see you, Admiral Stump. 

Admiral Stume. Thank you, sir. 

Mr. Zasiockt. I regret that weather conditions and the conditions 
of the road made it impossible for me to arrive in time to hear your 
statement. 

I would like to pursue the question of my colleague, Congressman 
Saund, regarding Vietnam. 

Admiral, in your [security deletion] at page 6 you state: 

In Vietnam we have succeeded in building armed forces which are [security 
deletion] efficient and well trained and are doing a good job in maintaining 
security. 

In answer to the question of Congressman Saund, you advised us 
that they would be willing to fight to protect themselves against any 
aggression. 

My question is: Are they trained enough or are they efficient enough, 
or is the aid we are giving them sufficient to withstand any aggression 
by the North Vietnamese? 

(Security deletion.) 

Mr. Zastockt. How do you justify the cutback in the military 
program for Vietnam as indicated in the books that we have, on page 
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131, the 1957 amount was cut back in 1958 and in 1959 cut back 
further [security deletion]. Why the cutback? 

Admiral Stump. Their economic situation has improved a great 
deal in the past few years. 

You see, at the time the French were still there and the war was 
going on, our expenditures naturally were much higher and they have 
been tapering off since then. 

(Security deletion.) 

Admiral Stump. The expenditures necessary are decreasing because 
the people are more normal and they are engaged in profitable occupa- 
tions. 

Mr. Zasuockti. I do not address myself to the total amount of aid 
but to the military assistance aspect only. 

In 1957 we had a program of [security deletion] dollars. In 1958 
we had a program of [security deletion] and in fiscal year 1959 [secu- 
rity deletion]. 

Are we to conclude that they are now in a better position to equip 
themselves militarily? 

Admiral Stump. No, but I think we were putting in additional 
equipment—for instance, all the vehicles were practically worn out. 
When the French left, they took what they were supposed to own 
themselves. I do not think they took the worst ones, I think they 
took the best ones and we have had to replace a lot of equipment and 
I think that is pretty well covered now so it is more a maintenance 
proposition now, rather than replacement and that has decreased the 
military cost. 

Mr. Zasiocki. Mr. Chairman, I understand we will discuss the 
Vietnam program specifically and exclusively this afternoon? 

Acting Chairman Morgan. We will have the director of the mission 
here this afternoon. 

Mr. Vorys. If the gentleman will look at page 132 and notice 
“Tanks and vehicles’’—the deliveries that have not yet been made 
from prior appropriations, it seems to me that we have built up by 
past appropriations more than they have delivered to date. 

Mr. Zas.ocki. Are you implying there are end items undelivered, 
which, when delivered, will satisfy the needs of Vietnam? 

Mr. Vorys. Well 

Mr. Zasuiockt. I would just as soon have the admiral testify, since 
he is the witness before us, but I appreciate your help. 

Mr. Vorys. Excuse me. 

Admiral Stump. I think the answer to that is yes. We have com- 
pleted much of our program for equipping the Vietnam Army and 
the costs are now going down because we do not have to send in new 
equipment and we are not allowed by the Geneva accord in that case 
to send in more modern equipment. 

Mr. Zasiocki. Mr. Chairman, if I have any time left, on page 1, 
Admiral Stump, you state: 








In Korea we have brought in ground weapons with atomic capability and our 
armed forces in the Far East continue to be reequipped with the newer types of 
weapons. 

Are there countries besides Korea who are about to receive ground 
weapons with atomic capability? 
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FP” Admiral Srump. In free China we are putting in the matadors and 
they are United States. The atomic forces in South Korea are all 
United States [security deletion]. 

Mr. Zasiockr. Repeatedly we hear the criticism that the United 
States military disposes of its obsolete equipment in the aid program. 
Was that question raised this morning? 

Admiral Stump. Yes, sir, that was brought up and I explained that 
the price had been marked down now, just like the price of a second- 
hand automobile goes down, so I do not think it is happening any 
more. ‘There was one time, if the Army gave a tank, they charged off 
the cost of the tank at the original cost. 

Now I think they are applying an obsolescence factor. 

Mr. Zasuocki. In the area of the Far East you are satisfied we 
are giving them equipment they can use efficiently and at the same 
time to the fullest extent as far as their security and the security of 
the free world is concerned? 

Admiral Stump. Yes, and at a reasonable price. 

Acting Chairman Moraean. Mr. Farbstein. 

Mr. Farsstern. Thank you, Mr. Chairman. 

Would you care to give us an appraisal of the situation in Indonesia 
and how its outcome, whichever way it happens, will affect the sur- 
rounding areas that we are aiding? 

Admiral Stump. I think, sir, that if Indonesia goes Communist, it 
will have a very tremendously important effect on the whole area. [ 
think it will be a terriffic loss to the free world. 

Now, whether it will do that or not, I do not know but I hope that 
the elements that are anti-Communist will get together [security dele- 
tion] but I have no assurance that that will happen. The thing is 
worrying us a great deal at the moment. 

Mr. Farsstern. Would you care to appraise the situation as it 
exists at the present time? 

Admiral Stump. At the present time I think it is pretty much of a 
draw. 

(Security deletion.) 

Acting Chairman Morcan. Admiral, you know one target of 
attack on this program is going to be defense support. For the fiscal 
vear 1959, $835 million is requested. Seventy percent of this money 
goes to the area of your command. Three countries in particular have 
large amounts: Taiwan, Korea, and Vietnam. 

Now, we would like a statement from you as to the necessity of this 
money. We are going to have to have advice and counsel from persons 
like yourself so that we can be sure that we have made a sound 
evaluation of the program provided in this bill for the Far East. 

Admiral Stump. Well, I thought I was giving that, sir, when I 
said I firmly think, if Asia goes Communist, that it will not be long 
before the Middle East and Europe will go Communist. 

And, sir, this is the only thing that is keeping them from going 
Communist. 

Acting Chairman Morean. You could say then that the amount 
of money in the defense assistance program for Korea, Taiwan, and 
Vietnam is absolutely necessary? 

Admiral Stump. I feel that every dollar of it is absolutely essential 


and I think it is toosmall. Ido not think the Department of Defense 
asked for enough. 
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Acting Chairman Morean. Any further questions? 
Mr. Jupp. Mr. Chairman, I got snowed in this morning. I live on 
a street where we couldn’t get ovt, so I am late. 

I want to ask this question that I understand has not been asked: 
How long do you think the naval bases in Japan are likely to be 
available to us? 

Admiral Siumer. That I cannot estimate, sir. It is according to 
how the Japanese swing. They are strongly nationalistic. I think, 
definitely, they feel now it is to their advantage to have those bases, 
to have the United States there, for instance. We spend money 
there, we employ Japanese; we share the base with them like Yoko- 
suka; Japanese and other ships are brought in there and repaired along 
with our own and given maintenance and there is no present indica- 
tion whatever on the part of any of the Japanese, other than the 
Socialists or the leftist element, for us to get out of it. 

Mr. Jupp. Suppose there were a swing there in the next five or 
at most 10 years and those bases were no longer available to us. Then 
how is the Navy going to maintain its control of the Western Pacific, 
since there are no other bases as good as those? 

Admiral Stump. [Security deletion.] We figured out that if we 
gave up our bases in the Western Pacific that it would take us approxi- 
mately three times the forces we now have in the Western Pacific to 
maintain them at the present standard of efficiency and numbers. 

In other words, the time of going back and forth for minor repairs—a 
great many minor repairs come up that we do out there. For in- 
stance, if a catapult breaks down, we can fix it in one of those bases. 
If we could not use those bases for that purpose, we would have to 
come all the way back to the United States. 

Mr. Jupp. Can you repair destroyers and vessels of that sort in 
the little base in Taiwan? 

Admiral Stump. Minor repairs. Very minor. 

Mr. Jupp. If the bases of Japan were closed and the Philippines by 
some unfortunate quirk were alienated—and of course the Commu- 
nists are working toward that all the time—the United States would 
be practically unable to hold the Western Pacific? 

Admiral Stump. We could hold it but at much greater expense and 
with greater forces involved. 

Mr. Jupp. In your public statement you talked about the Com- 
munist plans all these years and Lenin’s statement that the way to 
get Europe is by beginning in Asia. Their statement last Sunday 
made it look as if they think they heve about that now. That is, 
they already have China and a foothold in the Middle East, so they 
are inviting us to pull out of Western Europe. They may already 
be closer to Paris through Peking and the Middle East than 99 percent 
of our people have waked up to. If there is not the will in certain 
key countries of Western Europe to stand up against them, the Com- 
munists are nearer to victory, I think, than almost anybody begins to 
realize, not because of conquests from the outside but because of 
undermining from within. 

Your kind of forthright statement is always the best imaginable 
because it should appeal to the iron left in the souls of a lot of Ameri- 
eans. Thank you. 

Admiral Srump. We have to have more iron in our souls as a whole 
bcdy of people than has to exist in Russia or China because our people 
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run the Government in the final analysis and they have to understand 
the issues. 

Mr. Jupp. That is right, and France and England, as one of my 
friends puts it, are in a sort of ‘‘nervous breakdown.”’ I mean, much 
of the general public is. The government leaders are fairly strong. 
I am worried about the drop in the iron content of the blood of our 
own people because so many seem determined to find some easy way 
deal with a mortal enemy, the same as there are easy weys to turn on 
and off your television—you can do that without getting out of your 
chair. But there is no easy way to protect our freedom. 

It is always good to see you and I apologize for being late. 

Mr. Vorys. The Navy men on the committee have been talking 
around here. You have a couple of old naval aviators sitting around 
the table. 

Admiral Stump, I see you got your naval aviator’s wings up, pinned 
on your chest. Do you remember what your naval aviator’s number 
was? 

Admiral Stump. No, but it was over 2,000 because they would not 
let me in until after the war was over. I did not get in until 1919. 

Mr. Vorys. Well, mine was No. 73. 

Acting Chairman Morcan. Admiral, some of the criticisms offered 
by the GAO referred to the construction of the Kung Kuan Air Field 
as part of the military assistance program. It has been said that this 
construction was at variance with the concept of program standards 
in view of the limited requirements of the Republic of China for 
additional airfields. Do you know anything about that? 

(Security deletion.) 

Mr. Zastocki. A few weeks ago a lengthy and challenging speech 
was made by a senior Member of the House regarding the lack of 
United States emphasis on the submarines. He stated we were 
lagging so far behind the Soviets who have a vast submarine fleet that 
it was appalling. It was declared that our military efforts here at 
home and abroad, are to naught. They are futile. The vast Soviet 
submarine fleet could destroy every ally we have in the Far East, as 
well as in Europe. 

Would you care to comment how vulnerable the military establish- 
ments in the Far East and in Southeast Asia are to the vast sub- 
marine fleet of the Soviets? 

Admiral Srump. Well, sir, I think that that is a very serious 
situation and I feel that we are making considerable progress in anti- 
submarine capabilities but I think that we have to step our progress 
up a great deal with research and spend a lot more effort on research 
and development on antisubmarine capabilities than we are now 
spending, and are now giving. 

Mr. Zantocki. There is some comfort in your statement that we 
are stepping up our antisubmarine program or in a defense against 
the submarine. 

In any contest one must develop an offense as well as defense. e. g., 
in boxing you tr ain a fellow for defense but you have to also train him 
in of ense. How is our offense in this field? 

Adnural Srump. I think we have to do a lot more than we are 
doing now in preparing for our offensive. As you well know, we are 
doing very well on the offensive as far as hitting his sources are 
concerned. That is, we have the capability of hitting their sources 
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with atomic weapons and so forth. We are not going as fast as we 
ought to go on the capabilities of finding him and destroying him 
after we have gotten him out of his bases, out under the ocean. I 
think we should spend more on research and development along that 
line than we are now doing. 

Mr. Zastocki. Congressman Judd has questioned you, sir, on the 
naval progress in that area of the world. How much emphasis is 
there on submarine naval development—let me rephrase that question. 

To what extent could our allies in the Far East and Southeast 
Asia contribute to the better development of a submarine fleet? 

Admiral Srumpe. They could do a lot more than they are doing, 
perhaps. Japan could do a great deal more than it is doing because it 
is a great industrial country and it is capable of building modern 
ships and even submarines, if we furnish them the devices and so 
forth that they have not developed—things like radar and electronic 
devices and things of that kind. 

I think that the situation is very serious about submarines and I feel 
that we have made progress, but we must make progress much faster. 

Mr. Zasiocki. You certainly do not take a fatalistic attitude 
because of the advantage that the Soviets momentarily have. 

Admiral Srump. I think, if the American people get roused up to 
where they will back the Congress in backing our national defense, 
we can hold the line where we are and not lose anything more, but I 
feel they have got to stay aroused constantly and that is a hard thing 
to keep up because they read all this propaganda that Dr. Judd was 
just talking about. 

Mr. Zastockr. Admiral, is it not a fair statement to say that since 
this alarming news has been made public, and naturally we got very 
excited about it, we should be the more thankful that we had a foreign 
aid program? Having some military strength developed to cope with 
the threat is better than none. Further, we had better not stop it 
now just because we fear the enemy getting stronger in a specialized 
field here and there? 

Admiral Stump. A very good statement, sir. 

Mr. Jupp. They have us in a box where, if we take a strong stand, 
some will say, ““You must not do that because it may provoke the 
enemy into a war,” but if we take a weak stand, the enemy will cer- 
tainly take us over. 

Our commentators get us into a position where some people say, 
“We must not be too strong lest we provoke a war which we do not 
want;’’ on the other hand to be weak will lead to enslavement. There 
is an inescapable hazard in living on the same planet with a mortal 
enemy and there is no way we can get off the planet. Why can’t we 
walk up to it unafraid and look it in the face? I do not know. 

Admiral Stump. I think some people misinterpret the Bible. 

Mr. Zastocki. Is it not further true, Admiral, if we did not aid 
and strengthen our allies, the Communists would be there already 
with or without the vast submarine fleet? 

Admiral Stump. That is true. 

Mr. Jupp. Please take this off the record. 

(Discussion was off the record.) 

Acting Chairman Morean. Thank you, Admiral. 

The committee stands adjourned until 2:30 this afternoon. 
(Whereupon, at 12:25 p. m., the committee adjourned to reconvene 
at 2:30 p. m., the same day.) 
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AFTERNOON SESSION 


(The committee reconvened at 2:30 p. m., the Honorable Thomas E. 
Morgan, acting chairman, presiding.) 

Acting Chairman Morean. The committee will be in order. This 
is a continuation of our hearings on the Mutual Security Act of 1958 
which provides authorizations for the fiseal year 1959. We have 
two witnesses this afternoon. Leland Barrows, Director, Operations 
Mission, Vietnam; and James Grant, Director, Operations Mission, 
Ceylon. 

We will follow the usual procedure. Neither of them has a pre- 
pared statement. Both will deliver oral statements and we are going 
to hear both witnesses before we ask questions. 

Mr. Barrows, you are first. 


STATEMENT OF LELAND BARROWS, DIRECTOR, OPERATIONS 
MISSION, VIETNAM 


Mr. Barrows. Mr. Chairman and members of the committee I 
want first of all to express my apprec iation for the opportunity to be 
here. I have been in Vietnam for 3% years in charge of the operations 
mission there. 

During that time there have been two visits of subcommittees of 
this committee, one by Mr. Vorys and Mr. Richards who was then a 
member in 1955. I had been there only a couple weeks at the time 
and although I met them I couldn’t be of very much help to them 

Again a year later a subcommittee headed by Mr. Zablocki visited 
Vietnam and once again I missed out because I was out of town at 
the time. 

I have, however, as preparation for this appearance gone back to 
the report of that study mission and read it through, and I think that 
while I am sure you hav e been informed of many of the developments 
that have occurred since that time it would be a good point of de- 
parture for me today. 

Generally speaking, you will recall that the report of the subcom- 
mittee was optimistic with respect to the situation in Vietnam. They 
said specifically: 

In contrast with its visit in 1953 the study mission in 1955 noted a tremendous 
uplift in self-confidence and morale of the Vietnamese people. Whereas, in 1953 
Saigon was a city of apathy and depression, in 1955 the study mission noted an 
increased participation by the Vietnamese in its economic life. 

It is now a little more than 2 years since the mission visited Vietnam. 
I feel certain if you were to go back again now you would notice an 
equal improvement over the situation that you saw in 1955. It is 
evident and I don’t think that the appearances are deceiving. There 
has been a steady progress and I think what is important from the 
point of view of the purposes of this hearing, American aid has made 
a very important contribution to that progress. This is something 
which is recognized by both friends of the United States and the 
enemies of the United States in that part of the world. 

Notwithstanding the general optimistic note struck by the study 
mission in 1955 there were some problems pointed out and I would 
like to call attention to 2 or 3 of those. 

21862—58—pt. 910 
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First, in the broad area of refugee resettlement, agricultural credit, 


restoration of agricultural production in general, the committee had 
this to say: 


Vietnam has not yet come to grips with the problems of the tenant farmers nor 
has it worked out a satisfactory refugee resettlement program. A broad scale of 
agrarian reform including land redistribution and the establishment of adequate 
credit facilities could assist in the resettlement of the 660,000 civilian refugees 
from the north. A large number of them live in temporary camps and constitute 
a drain on the economy, and a potential source of political disaffection. Such a 
program could also assist in bringing idle land back into production. Acreage 
under rice cultivation is perhaps one-third below prewar and total production is 
only slightly in excess of one-half of prewar. 

Well, I am happy to report that in respect to this whole broad agri- 
cultural and refugee resettlement area, very substantial progress has 
been made. As I am sure you have been told before, the refugee 
problem has been effectively solved in Vietnam. Substantial Ameri- 
can aid went into the job, in total 2 years, 1955 and 1956, about $90 
million, in dollars or in counterpart funds, but no funds have been 
provided for that purpose since 1956, no more will be needed. In 
fact, it seems probable as of today that there will be a saving on that 
program of about 150 million piasters, which has been reprogramed 
in other works that we are supporting there and will make a corre- 
sponding reduction in our requests for additional funds. 

The refugees are indeed living simply but they are living at the same 
standard as their neighbors, and systematically one by one, all refugee 
villages have been integrated into the life of the country by a formal 
ceremony in most instances. 

Now, second among the points mentioned in this quotation I just 
gave is the problem of agricultural credit. A system of agricultural 
credit has been organized and it has been capitalized to the tune of 
about $20 million from American aid in the form of counterpart funds. 

In addition, we have supported the organization of some 35 rice 
producers cooperatives, and given that a capitalization of about 60 
million piasters. We have imported work stock, principally buffalo 
and also oxen from neighboring countries, Thailand and Cambodia, 
principally, and sold those on credit. Those debts have been con- 
solidated under a national credit organization. 

We are providing in 1958 for special credit of about $2 million for 
the restoration of sugar production and for the introduction of the 
development of fiber crops such as jute, ramie, kennof and other 
products of that sort. 

From now on, we see no further need for American aid to capitalize 
this effort but we are proposing in 1959 to continue to give technical 
assistance to the national agricultural credit organization. 

I would say that at about the time the study group was there we 
were attempting to start this credit effort. For the next year it was 
not very encouraging but during the past year we have at least got a 
satisfactory organization established, reasonable accounting and they 
are managing the fund in a businesslike way. 

Now, finally, with respect to this group of topics touched upon by 
the study group, the question of agrarian reform. 

At the time of the study group’s visit there was an agrarian reform 
program which consisted primarily of establishing farm tenancy con- 
tracts and fixing maximum rents to be charged to farmers. It was 
not particularly effectively administered at that time. That has been 
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improved and in addition on the 26th of October, 1956, the Govern- 
ment of Vietnam adopted a land redistribution plan. 

At the time, I may say, we were asked to provide funds to pay for 
the transfer of land from landlords to tenants. In fact, when Vice 
President Nixon visited Vietnam in the summer of 1956 he was handed 
such a request for $30 million. This matter was given consideration 
but eventually it was turned down on the grounds that we did not feel 
this constituted a proper charge against American aid. 

However, we have since that time provided for the administrative 
expenses of the land reform agency and have provided some technical 
assistance to that organization amounting, in the form of counterpart 
funds, to about half a million dollars a year. 

The general program adopted applies only to riceland and only to 
holdings of more than 100 hectares per femily. Land in’excess of that 
amount will be purchesed from the lendlords and redistributed to 
tenants or prospective tenants, on a repayment basis. 

About 15 percent of the eligible land has been prepared for transfer 
but actual transfers have not yet started. 

Now, finally, in this broad area, because of the success of the 
refugee program, the Government of Vietnam launched last year 
another program for sponsoring the settlement of idle land end we 
have contributed substantially to that. We are asked to contribute 
more and heve proposed in 1959 an edditional contribution. 

The program hes alreedy resettled 11,000 families. It is a combined 
security effort on the part of the Government and an effort to provide 
a better liv:ng for displaced farmers, demobilized soldiers or peasants 
from the crowded sections of central Vietnam. These people are 
being resettled principally along the frontier of Laos and Cambodia in 
the high mountain plateau country or in the delta land, the 
undeveloped delta land along the Mekong River. 

The general effect on agriculture, of the improvement in security in 
the country, the better political situation and the various programs 
of aid is evident in the fact thet in 1957 rice exports, which hed been 
zero in 1956, rose to 190,000 tons. Earnings in foreign exchange from 
rice exports will be up now to about $20 million. And rubber exports 
which have been maintained pretty well since the war reached in 
1957 the highest figure on record of over 70,000 tons. 

I would like to return now to the report of the study group. 

Another problem area which they identified concerned the position 
of foreign business, and the whole srmmeste of profit transfer from 
Vietnam, and this is what the report says 


They are also curtailing the flow of remittances to France. Under these 
conditions French enterprises are curtailing the scale of their operations. A 
number of them are going out of business as their stocks are depleted. Since 
French firms had almost a monopoly on the import business, reduction in their 
operations has caused difficulties in supplying the internal market in Vietnam. 
ane Vietnamese have neither the experience nor the capital to establish importing 

rms. 


This was indeed, I might say, an accurate picture of the situation 
at that time. 

Since then certain steps have been taken which have pretty well 
reversed that situation. In July 1956, on our advice and on the advice 
of the International Monetary Fund, the Government of Vietnam 
established a special foreign exchange market for the transfer of profits 
and the earnings of foreign technicians. This is a high-cost market. 
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Whereas the official rate of exchange is 35 piasters to the dollar for all 
import transactions, for these particular financial transactions the 
rate runs about 10 points below the black market which means at 
this time around 70 piasters to the dollar. This is the market to 
which people are admitted, on the piaster side, only for the transfer of 
limited kinds of profits and earnings and only after they have paid 
their taxes and have satisfied all the necessary formalities, and have- 
established that they are indeed legitimate earnings. 

On the foreign exchange side anybody can go into the market but 
the principal source is foreign missions, tourists and any other visitors 
who may wish to take advantage of this especially favorable rate. 

As a matter of fact, the administrative expenses of the ICA Opera- 
tions Mission and of our Embassy and of our MAAG, are now paid by 
purchases thiough that market. 

This particular device did serve its purpose well. It reversed the 
attitude of the foreign firms and most of them not only have ceased 
their efforts to get out but some of them have brought money back in, 
and it has wiped out a great deal of liquid cash which had a very 
depressing effect upon the piaster. 

I would say about the only shortcoming of this particular device 
is that it has created an impression on the part of some visitors that 
the proper rate for the piaster is not 35 but 70. 

Another thing I could say in this connection is that the problem of 
Vietnamese participation in the import business has been pretty well 
solved and we do have Vietnamese firms now and on the whole the 
management of sa has been very greatly improved and the thing 
is being pretty well handled now. 

The final problem to which the study group called attention was 
that of security. They said, ‘“The problem of firmly consolidating 
the Government’s control throughout South Vietnam has not been 
resolved as yet even on the military level.” 

It is certainly true at that time there was still open warfare between 
Government forces and sect forces, particularly throughout the delta 
region. 

That, however, pretty well ended within the 6 months to 9 months 
that followed the committee’s visit, and since then the Vietnamese 
Government has been able to concentrate the army for training at 
divisional level and in larger groups, something they couldn’t do as 
long as the army was engaged in extensive operations against sect 
forces. 

There is, however, a continued insecurity problem and I am afraid 
that it has even gotten somewhat worse within the past year. Now, 
we are pretty sure that although there are some remnants of the 
sects engaged in this activity, that it is Vietminh directed. 

(Security deletion.) 

Mr. Barrows. Moreover, as the situation within Vietnam has 
strengthened generally since 1955 the situation on her borders has 
weakened. Cambodia has become openly neutralist, and you know 
the situation in Laos. 

So that the government of Ngo Dinh Diem is very conscious of 
this long unprotected frontier with Laos and Cambodia, a frontier 
that traverses wilderness. For that reason we still find that President 
Ngo Dinh Diem feels he is faced with actual war. Most of the em- 
phasis of his own actions and the things he requests from us in the 
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field of aid are directed toward security problems and toward develop- 
ment of further military strength. 
Admiral Stump may have made this point this morning: President 


Diem would like to have a larger army and he would like for us to 
support it. 


(Security deletion.) 

Mr. Barrows. Currently we are discussing a civilian police force 
that we are prepared to support and to which we have given some 
support, as I shall point out later. The President would like to turn 
it into much more of a paramilitary force than we have thought desir- 
able. I don’t know how this question will eventually be resolved. 

This worry about security and about his long frontier also has caused 
the President to direct resettlement in the present land-development 
program into locations selected because of their strategic value, rather 
than because of their economic value. This has caused a certain 
amount of, I may even say strain in our relations sometimes because 
of our desire to see these settlements be as productive as possible. 

However, by and large a satisfactory compromise has been reached 
in the location of most of the new communities. 

President Diem has described the land-development projects as a 
‘human wall’ that he is trying to put along the frontier, where there 
has not previously been much Vietnamese settlement. 

In view of this emphasis upon security problems I think it is not 
surprising that in 1959 as in all the previous years, about two-thirds 
of the counterpart of the defense support money we have requested 
will go to support the armed forces. 

In the 1959 program you will see we are proposing about [security 
deletion] to take the form of salable imports—the counterpart will be 
directed into the support of the military budget. 

In addition, we estimate that there will be [security deletion] from 
a tobacco program under Public Law 480 in the coming year. Because 
of the fact that two-thirds of the counterpart of the defense-support 
aid goes for this purpose, I think you might be interested to know how 
we calculate the requirements for military support. 

We start out primarily with a budgetary calculation. Our MAAG, 
working with the Defense Department of the Vietnamese Government 
makes a very careful and detailed analysis of the proposed Vietnamese 
military budget. Each year we have been able to improve and refine 
and strengthen the budget review conducted by MAAG. 

Last year, for example, in the month of September a committee 
headed by Brigadier General Carlson of the MAAG, spent an entire 
month in careful and detailed review. The USOM had observers 
there. They finally reached a figure for the total budget which they 
believed to be necessary to support the [security deletion] agreed 
military force. 

Then it becomes our job to evaluate the resources available to the 
Vietnamese Government, to calculate what we think they can safely 
contribute and to negotiate with them the contribution that they make 
to the military budget. The difference then we propose to supply 
from counterpart sources. 

To show you how this thing has gone, in 1955 the military budget 
was finally fixed at $205 million equivalent, of which the United 
States-owned currency and counterpart funds contributed $184 
million. 
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By 1958 the total military budget had been pushed down to $171.6 
million and the United States contribution to $144 million. In 1959 we 
estimate, although this is still to be worked out in detail, but our 
request is based on the assumption that the military budget will be 
[security deletion]. The United States’ contribution will go down to 
[security deletion]. 

Now, the remaining aid that we are requesting for 1959 [security 
deletion] is for defense support projects, some of which I will describe, 
by way of illustration, divided half and half between direct dollar 
expense and the importation of salables for counterpart funds. 

There is also a $4.5 million technical cooperation program and it is 
our practice to use technical cooperation personnel and facilities upon 
occasion to make more effective the defense support funds that we 
provide in the project field. 

I have here 2 or 3 illustrative projects, just by way of describing 
how we go at this. 

Mr. Zastocki. Mr. Chairman, would Mr. Barrows repeat the 
figures again for fiscal year 1958 and 1959? 

Acting Chairman Morean. The military budget. 

Mr. ZABLOCKI. Military and defense support. I may be in error, 
but they don’t seem to be the same as we have in these books. 

Mr. Jupp. What was that total figure? 

Acting Chairman Morean. Are you figuring in dollars? 

Mr. Barrows. Yes; my figure was in dollars. 

Acting Chairman Morgan. If you will refer to the book—— 

Mr. Barrows. These are not the military support figures. I am 
talking about defense support funds for the military budget support. 
I am talking about the military budget of the Vietnamese Govern- 
ment, to which we contribute counterpart funds. 

Mr. Zasuockr. Are you familiar with the figures in these books 
before us? 

Mr. Barrows. I have gone over them; yes, sir. 

Mr. Zastockr. I wonder if you could compare your figures to 
these so we know just what you are talking about. I am looking at 
page 134 and page 132. 

Mr. Barrows. If you will tell me the figure, Mr. Zablocki. 

Mr. Jupp. If you would go over again with us those figures and let’s 
see if we can find their equivalent i in the book. 

Mr. Barrows. These are the proposed 1959 figures. 

Mr. Jupp. You said the total budget and you estimated their re- 
sources and then you subtracted, as “T followed you, and that gave 
how much we had to contribute. 

Mr. Barrows. With respect to 1959, we estimate that the military 
budget total will be the equivalent of [security deletion] in piasters. 
We are requesting [security deletion] in this request here which is, if I 
may turn to page 134, the column under 1959 called defense support, 
you will see a figure of [security deletion] of that—this is all defense 
support for the generation of counterpart—nonproject assistance 
[security deletion] of that is intended to replace counterpart, which 
will go into the military budget, and [security deletion] of that is in- 
tended to provide counterpart funds for defense projects, making 
[security deletion] altogether. 

Mr. Vorys. Now that one matches up. It is on page 138 where 
the details are shown. Go backward, now. 
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Mr. Barrows. When you go backward you have this problem, that 
although we start with a budgetary calculation, the actual, salable 
goods, or as we call it, in Vietnam, commercial aid given to generate 
counterpart and to meet the import requirements of the country, may 
vary up or down a little bit from the amount of money calculated to 
be needed in the budget. 

In the first place in the early years, lacking experience—go back to 
1955 as a case in point. We provided more aid in the way of salable 
goods than we found we had to use that year as counterpart. The 
counterpart of that was not all needed so some was saved that year 
— applied to subsequent years’ nonproject aid as it is called in this 

ook. 

On the other hand, in 1958 we will be obliged to draw out of the 
counterpart pipeline more than we are putting in in the way of new 
imported goods. ; 

The final calculation is based upon an analysis of import require- 
ments, as well as on the analysis of the budget. As a matter of fact, 
in 1955, the final United States contribution was scaled down progres- 
sively from what we originally promised them in 1955 until it was 
finally wiped off the books in 1957. That concerns only the use of 
counterpart. The dollar figures in here are a measure of the amount 
of imports which we believe the economy needs, not only to generate 
this counterpart, but also to meet the requirements of the country in 
resources, generally to support this level of military activity. 

Mr. Zastockt. [ still don’t understand it. 

Mrs. Ketty. I can’t understand it. 

Mr. Vorys. Just go back and read those three figures. None of us 
found out where they tied into our books. 

Mrs. Ketiy. Could I ask one question, Mr. Chairman? How 
much are we giving to support the [security deletion] troops? What 
is the amount or the contribution? 

Mr. Jupp. It should be 124.4, I believe. 

Mr. Barrows. I call your attention to page 146, which shows the 
use. It is table 5, “Summary of the local-currency programs.”’ The 
1959 figures. This shows the use of counterpart proposed for these 
various programs. 

Mr. Zas.ocki. Are we authorizing and appropriating money for 
counterpart? 

Mrs. Ketuy. Yes. 

Mr. Vorys. Surely. 

Mr. Barrows. We are appropriating money for imports. 

Mr. Jupp. Which are sold, and we get counterpart, and the counter- 
part goes to their defense budget to pay and supply their troops; is 
that right? 

Mr. Barrows. Yes, sir. 

Mrs. Ketiy. That is what I have requested. What amount are 
you selling which will be our contribution to the support of the 
[security deletion]. 

Mr. Barrows. In 1959 we are proposing [security deletion]. 

Mrs. Ketuiy. And that is for [security deletion]. 

Mr. Barrows. Yes, ma’am. 

Mrs. Ketuy. The figures do not correspond. 

Mr. Vorys. Just go back and give those figures that you gave— 
don’t give something else, but give those that confuse us, and maybe 
we can find where they key in. Isn’t that it? 
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Mr. Zastockr. That is right. 
Mr. Barrows. Speaking again of the 1959 
Mr. Vorys. You gave 1955 and 1956—you gave a series of figures 
and none of us could find where they fit in. Give those again. 

Mr. Barrows. The 1955 figures you will not find in the book. 
You start with 1957. 

Mrs. Ketiy. What page? 

Mr. Vorys. We start with 1955 on one page. We have total 
expenditures and budgetary receipts from grant aid on the yellow 
page. 

Now, just give the series of figures, beginning with 1955. We 
haven’t got copies of your statement. Now just give us those 
figures. 

Mr. Barrows. 1955, the approved military budget, which, of 
course, was entirely expended in piasters, but expressed in dollars, 
was $205 million. 

Mr. Zasuockti. Do you find that one? 

Mr. Barrows. It is not in the book. 

Mr. Zastockt. But it is on the yellow page. 

Vorys. It says 195 on here. That is where I first was thrown 
off. 

Mr. Jupp. You have 205. 

Mr. Barrows. We have 205 as the final budget figure arrived 
at—these military budgets are open. 

Mr. Vorys. This says, “Defense expenditures.’”’ It is $10 million 
less. 

Mr. Jupp. More. 

Mr. Barrows. They spent $10 million more. I don’t know the 
source of this yellow figure, sir. 

Mr. Zasutocki. These figures on the yellow page; are they the 
Vietnamese Government’s budgetary figures, or ours? 

Mr. Barrows. These are the Vietnamese Government budgetary 
figures as they appeared when this yellow sheet was worked up. The 
figure that I have given you, of $205 million, is the way the 1955 
budget was eventually closed out a few months ago. 

Mr. Jupp. Well, that has been 3 years ago, and it is too bad that 
the yellow page and what you tell us have not yet been reconciled. 
Somebody here should know how it was closed out. 

Mr. Vorys. Give us the next one. 

Mr. Barrows. It was closed out by further review of the budget 
by our MAAG. 

Mr. Zartockt. Three vears after it has been disposed of? 

Mr. Barrows. That is the financial system they have there, as a 
matter of fact. Now, the next figure for 1956 shows defense expendi- 
tures of 199. 

Mr. Farrstemn. What is the difference between 195 and 205—do 
you suggest that 205 was spent in 1955 for the military budget? 

Mr. Barrows. Yes, sir. 

Mr. Farsstein. This shows 195 total defense expenditures. That 
means there is a difference of $10 million? 

Mr. Barrows. Yes, sir. 

Mr. Farrstein. Now, for the year 1956 you show defense expendi- 
tures, $199 million. Is that $10 million included in this $199 million? 
Mr. Barrows. No, sir. 
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Mr. Farsste1n. What happened to that 10? 

2 Mr. Barrows. That 10 was borne out of Vietnamese resources, not 
y us. 

Mrs. Keuiy. The figure needed is $195 million. 

Mr. Barrows. The 195—you are speaking about 1955, Mrs. 
Kelly? 

rs. Keviy. Yes. 

Mr. Barrows. That was paid, $184 million by us and the remainder 
by the Vietnamese out of their own budget resources. 

Mr. Vorys. The yellow sheet says ““Budgetary receipts from United 
States grant aid, 145, for 1955.” 

Mrs. Kextiy. And then you have “Revenue excels United States— 
ahead of it, 201.” 

Mr. Jupp. Excluding. 

Mrs. Keuty. Yes. 

Mr. Barrows. In 1955, the Vietnamese received reimbursements 
from France for a portion of their military budget that year. Now, 
I prepared these figures myself, and for purposes of showing what 
I feel to be the real United States contribution, since that money from 
France was first contributed by us the preceding year. 

I, therefore, attributed it here as the United States contribution, 
and the person who prepared this particular table which, I regret to 
say, I didn’t coordinate with my figures, undoubtedly attributed that 
particular contribution to the Vietnamese. In other words, in going 
back to reconstruct that first year, it was a question of how you credit 
the reimbursement which the Vietnamese received from France. 

Mr. Jupp. This shows we gave them 145, You have added onto 
the 145, $39 million. 

Mr. Barrows. Which was a reimbursement from France. 

Mr. Jupp. And that makes up the $184 million. 

Mr. Barrows. Yes, sir. 

Mr. Jupp. Really, Mr. Barrows, you ought to spell these out in 
detail because if they don’t click, it raises all kinds of questions in 
people’s minds. 

Mr. Barrows. I recognize that, yes, sir. 

Acting Chairman Morean. Go right ahead, Mr. Barrows. 

Mr. Barrows. I think the figures for 1956 are in agreement. 

Mr. Jupp. 199? 

Mr. Vorys. No, their defense expenditures, 199. 

Mr. Jupp. What is vour contribution? 

Mr. Barrows. Well, I cannot reconcile these because I am talking 
about the allocation of counterpart to the military budget and these 
yellow figures contain other items. 

Mr. Zasxiocki. Then if you cannot reconcile them, how can we? 
That is what has confused me. More than criticize I sympathize with 
you. 

’ Mr. Barrows. Mr. Zablocki, the situation is this: Each year we 
finance a certain amount of imports based upon the estimated budget 
requirements. If the budget requirements prove to be less as they 
generally have although not in every case, we do not then allocate 
all the counterpart but that goes to build up the counterpart pipeline 
which later reduces our need for additional dollars in subsequent 
years. So that you can either look at the aid we give in dollar terms 
which are quite clear and fixed and are represented by the yellow 
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sheets here, or the figures I give you which is the way we spend the 
counterpart generated by these dollars which is not at the same rate 
per year. 

It varies according to the way in which the budget is finally worked 
out. 

Mr. Zasuocki. Your figures are higher. 

Mr. Barrows. No, not in every case. They are not higher for 
example 1956 which indicates we provided $219 million of budgetary 
receipts, where, in fact, of that amount, the military contribution 
that we made, according to my figures here, was $178 million in coun- 
terpart. 

At any rate, for military budget support the actual expenditure of 
counterpart funds derived from United States aid has diminished each 
year since 1955 and we expect it to go down in 1959. 

Mr. Vorys. Now, to go back to your old figures, give your 1957— 
we have 1955 and 1956. 

Mr. Barrows. 1955, $184.8 million in counterpart spent in the 
military budget. 

In 1956, $178.6 million in counterpart spent in the military budget. 

In 1957, $160.8 million. 

In 1958, $144.3 million. 

The.1958 year we are now operating under in Vietnam. 

The amount of counterpart which we feel necessary to contribute to 
the military budget will exceed the amount of dollars given in aid this 
year to generate new counterpart. It will be a drawdown of the 
pipeline and will be offset by some of the buildup of the pipeline that 
occurred in earlier years. 

Mr. Jupp. I wish you would work this out, when you go back. 
These apparently are the dollars we put in and they earn so much 
counterpart; some years you used less counterpart than the dollars 
that went in that year and you had a reserve left in your bank. The 
next year maybe you used more of that counterpart. The item of 
budgetary receipts from United States grant aid probably includes 
our dollar contributions to their economy, does it not? 

Mr. Barrows. Yes, sir. They include some dollars and some 
counterpart aid to projects. 

Mr. Jupp. And not all of it was used in a given year and was just 
held back as counterpart? 

Mr. Barrows. That is right. 

For example, in the 1955 fiscal year, having no experience to go on 
as to the cost of the army, we allocated actually over $220 million, 
attributed to the generation of counterpart for the military, and we 
based it upon a calculation of what we thought the army would cost. 
This was based pretty largely on French cost figures which was the 
only thing MAAG hadto goon. But, as we worked the thing through, 
we found out the »y were in fact, high and we did not release the counter- 
part and we have correspondingly reduced the request for dollars in 
the following yeat 

Mr. Farsstern. What is your present reserve? How much do you 
presently have in your reserve? 

Mr. Barrows. I do not have a precise figure but I think it is around 
$20 million in counterpart which has not yet been allocated to any 
military program. 

Mr. Farsstetn. That is restricted to military? 
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Mr. Barrows. Yes, sir. 

Acting Chairman Moraan. Let us try to get back to records so 
we can finish the witness. 

Mr. Zasiockt. I am sorry I started this, Mr. Chairman, but I 
thought it should be cleared up. 

Mr. Curtis. Didn’t he give some figures for 1959, also? 

Mr. Barrows. 1959, the proposed figure is [security deletion] from 
the mutual security funds, and [security deletion] worth of local 
currency from Public Law 480. 

(The following information was subsequently submitted for the 
record:) 

{In millions of dollars] 


Vietnamese military Budgetary receipts 
budget from United States Dollars 
grant aid allocated 
for military 
budget 
Barrows Yellow Barrows ! Yellow support ? 
page page ! 
SOR Sd SEL nc dabec cece dddah dnotneddddanke 3 205.0 3195 4184.8 145 224.9 
sonic dua £4 cde kbnccieisebaneke dete 198. 6 199 178. 6 219 105.7 
Weer As it AI Fe eee 187.8 189 160.8 216 174.6 
issih d= Sekcadinbcbbeicpheddpnchnwkathied WRG hesch-tgdde- eee 130.0 
WRG ibncicbadn bincotinncacindabingindiabgicaaanel ©... kawsaiaweses COs Excancmetaeiee (®) 








1 Mr. Barrows’ figures refer only to the United States contribution to the military budget. The figures 
on the yellow page facing p. 131 of the congressional presentation book include United States assistance, in 
addition to that for military budget support. which is made to the Vietnam Government. In 1955, however, 
Mr. Barrows includes receipts from France in his figures as indicated in footnote 4 below. 

2? Requested by Mr. Judd. 


3 $205 million is the final figure for the total 1955 defense expenditures, as determined by the MAAG in 
August 1957. $195 million is a Vietnamese Government figure and is not a total but a net figure resulting 


so the offsetting of some expenditures by revenues received directly by the Vietnamese Department of 
efense. 


4 Mr. Barrows’ figure for military budget support includes reimbursements from France since they were 
derived from United States prior year funds. The amount provided by the United States in fiscal year 
1955 was $125.4 million. 


‘ Preliminary figure. Present indications are that a United States contribution of $144.3 million will be 
necessary inclusive of $1 million generated from Public Law 480 sales. 
* Security deletion, 


Mr. Barrows. I thought I would describe some representative 
projects. The first one is a combined public administration and 
police training and equipment program which we have been con- 
ducting for several years, in fact, and which we propose to continue 
in 1959. This is conducted under contract with the Michigan State 
University which provides the personnel, and the training facilities 
for certain Vietnamese sent to Michigan State for training. The 
course covers three fields of work: First, general, civil-service training, 
that is training in the field of public administration through a national 
institute of administration, which is a kind of civil-service academy. 

In addition they conduct inservice training through the same 
institute. 

Second, they have a staff of consultants which is and has been of 
help in improving the administration and organization of the Viet- 
namese Government. 

As an illustration of their work, they have helped in greatly improv- 
ing the budgetary administration of the country, with the result that 
during the past year, a very good performance has been turned in in 
the administration of the budget in Vietnam. 

Deficits have been eliminated and the Government has been able 
to, for that and other reasons, show a surplus in the course of the 
year, from all areas exclusive of the one in which we give aid. 
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Third, and perhaps the most important phase of this program, has 
been training and equipping the police forces, the civilian police forces 
of the country. For that purpose we have provided vehicles, 
weapons, and communications equipment. 

The equipment purchases are defense support expenses, the train- 
ing functions I have described and the consulting functions are tech 
nical cooperation projects which are administered in relationship}with 
each other. 

As an example of the police training work, we have helped the 
Vietnamese establish a modern fingerprint system, something they 
have never had before, for identification purposes and it has now 
gotten up to about 30,000 prints and is being increased at the rate of 
about 500 a day. 

As another illustrative project—the highway program—I would 
like to say a word or two about that. 

In 1955 we made a reconnaissance of the national highway system 
of Vietnam. In fact, considerable need was there for reconstruction. 
There had been neglect throughout the war and in one area the terri- 
tory had been under Vietminh occupation for 9 years. It had been 
fought over and when the Vietminh moved out under the terms of 
the armistice agreement, the highways were in a completely impass- 
able condition; particularly there were no bridges. 

We attempted to help in this highway situation at first simply by 
providing equipment and technical assistance and counterpart funds 
for local construction. We found they did not have the engineering 
staff or the technical capacity to deal with the problem rapidly or 
effectively or even to make the best use of the equipment we provided. 

On the strength of the 1955 reconnaissance we decided to bring in 
American engineers and American contractors to build certain key 
roads. 

Now the primary objective is to supply the communications the 
road system needed. A secondary purpose is to supply the country 
with equipment—earth-moving and road-building and bridge-building 
equipment—which will actually outlast the roads that are now being 
built and will leave the Government of Vietnam with a highway 
department adequately equipped to do the rest of the job, which will 
certainly require a good many years of work. 

Finally one of the jobs of our contractors is to train the Vietnamese 
in the use of this equipment and this is one of the most effective 
aspects of the job as a matter of fact. 

Ne have found that merely supplying equipment which the Viet- 
namese are constantly requesting, will not do the job unless they are 
trained in the organization of highway construction and the use of it. 

The roads we are building are the most traveled highways in 
Vietnam from Saigon to a nearby city involving 2 large bridges, 2 
roads from the coast up into the mountain plateau in the area which 
is one of our key defense positions in the event of war and where 
the large resettlement program I described earlier is taking place, 
and a selective reconstruction of bridges along the area of central 
Vietnam which was under Vietminh occupation. This latter project, 
this group of bridges, is what is included in the 1959 budget, where 
we request a total of [security deletion] in dollars and almost [security 
deletion] in counterpart for this purpose. 
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Now, I would simply like to say in conclusion here, I tried, although 
I must say I do not think very successfully, to explain how we calculate 
the military requirements. ‘I would like to repeat there are two ele- 
ments: First, the budgetary calculation which gives us a general level 
of counterpart release we are going to have to make. Then we look 
at what is in the counterpart fund. We look at the resources the 
government is going to be able to produce, without running a deficit 
which would be so inflationary as to defeat our main purpose there. 
We look at the total import requirements of the country. And on the 
basis of all those factors, we make a request for nonproject aid which 
will bring in the imports for sale and produce the counterpart used 
among other things to support the military budget. 

Now, actually some of the counterpart also goes to support certain 
of these defense projects that I have described. In addition to that 
we cost the dollar requirements on each project by appropriate esti- 
mates. 

I feel myself, even though as I say I do not think I have made it 
clear, that our basis for calculating the military aid is accurate and 
clear and it is understood now by those of us who have been working 
with it so long. I think it represents a reasonable basis for our 
calculation. 

In the case of the project aid, we cannot be quite as precise in de- 
ciding what projects are essential. That does become a question of 
accumulated experience as to the needs of the country. 

We never do nearly as much as the Vietnamese want us todo. The 
day I left Vietnam, I was handed a request for 1959 which totals 
[security deletion] in piasters and [security deletion] in direct dollars, 
exclusive of the military program. Ihave not had a chance to analyze 
the request. Looking through it I see some of the projects that, if 
they should be helped at all by the United States, belong in the Devel- 
opment Loan Fund. Some of them clearly are not things we ought 
to support. Some of them exceed what we believe to be the capacity 
of the Vietnamese. 

Still, finally, in working out the 1959 program we will have to take 
into account these wishes. 

Much the same thing occurs on the military side, I might say. In 
1958 when we finally resolved upon a program of 6 billion piasters 
which is $171 million, roughly, the Vietnamese asked for 8 billion 
piasters or something like $56 million more and this was trimmed 
down by our MAAG review. 

The final remark I would like to make is this: I have heard it said, 
1 have seen in the newspapers, that some people feel that the aid is 
picked out of the air or it is based on political considerations. [Secu- 
rity deletion.] 

We want to support people who are on our side in this struggle, 
and we are of course obliged to take into account their wishes and 
their feelings in deciding on how to set up the individual projects. 

Now, as the representative of the ICA, I am expected to present 
particularly an economic and technical judgment of the work we do 
in Vietnam. I try to do that, but I do think our Ambassador or any 
Ambassador would have an impossible task if every member of the 


country team pursued his own special field of interest to the exclusion 
of others. 
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Naturally the MAAG Chief is going to want the strongest possible 
military position. 

I am interested in economic accomplishment and the eventual 
economic viability of the country. The Ambassador and the political 
officers want, by and large, to have the best possible political effect 
in the country. 

The result is we all have to work together and we do try to work 
together to come out with a program each year which represents a 
balance of these various objectives. 

Acting Chairman Morean. Thank you, Mr. Barrows. 

We will proceed to Mr. Grant. 


STATEMENT OF JAMES GRANT, DIRECTOR, OPERATIONS MISSION, 
CEYLON 


Mr. Grant. Mr. Chairman and members of the committee, it is a 
privilege to be here. 

Mr. Zasiocki. Mr. Chairman, before Mr. Grant starts, he is going 
to speak on Ceylon. We do not have Ceylon books. 

Acting Chairman Morean. The Defense Department did not know 
we were going to consider the Ceylon program this afternoon and did 
not bring the books for that area. However, we have five books 
available, if anybody wants them. 

Mr. Zasxockt. It is difficult enough to follow a program with books. 

Acting Chairman Morean. Mr. Zablocki, you now have a book. 

Mr. Grant. It is a privilege to be able to give you at least a brief 
accounting of what the United States taxpayer’s money is doing in 
Ceylon. Ceylon is a long way off from here. Some members of the 
committee, I believe, were there several years ago but it might be 
worthwhile if I just briefly give a picture of Ceylon. 

It is usually known for two reasons: One is for its export crop, its 
principal export crop, tea, of which Ceylon is the principal exporter 
in the world, and most of the tea we drink here comes from Ceylon. 

It also exports a fair amount of rubber. All told, Ceylon exports 
some 40 percent of all she produces. 

Now the second reason many people know of Ceylon is that it is 
really at one of the world’s crossroads. Virtually all the shipping 
between Europe on the one hand, and Australia and the Far East on 
the other, passes through Colombo, which is the third busiest port in 
Asia. It is a relatively small country of about 9 million people, with 
a very rapidly increasing population which is increasing at the rate of 
approximately double that of its neighbor, India, to the north. 

By local standards in south Asia, it is a relatively prosperous 
country. It has a per capita income of $120 a year, roughly, but I 
should emphasize this is only relative because it is still somewhat less 
than Egypt, which is generally considered to be quite a poor country. 

The Ceylonese have done a good deal to help themselves, as you 
can gather from the fact that life expectancy in Ceylon is up to 60 
years of age which compares very favorably with the approximately 
32, let’s say in India, and less than 40 in Egypt. 

Literacy is up to over 70 percent. It is several times the literacy 
rate in its neighboring country. 

In terms of capital investment, the Ceylonese are investing at a 
rate almost twice per capita of their neighbors to the north. You can 
see the Ceylonese have done a fair amount for themselves. 
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Unfortunately, despite all this, the country is today economicall 
stagnant and probably the economy is on a slight downward swe 
There are several reasons for this: The most important reason 
probably is the fact that with this tremendous population increase, 
they have a hard time keeping up with where they started from. The 
population of Ceylon at the present rate will probably double by 1980 
which is not very far away. 

Secondly, the level of technical skills in Ceylon is relatively low and 
as a result they do not get what they should out of the money that they 
spend, frequently. You can get some idea of the adequacy of tech- 
nical skills when you recognize that the agricultural college of the 
university turns out only 5 to 6 graduates a year, and only 20 engi- 
neers a year are coming out of the engineering college. 

A third important reason for the state of the Ceylonese economy is 
that the British, now that Ceylon is independent, are in a state of 
economic withdrawal from Ceylon and both British capital and 
British technicians are pulling out. 

Finally, Ceylon has had a fair amount of political turmoil in the 
past year or year and a half, which has adversely affected some aspects 
of development. 

The Government in Ceylon calls itself a democratic socialist gov- 
ernment and it came to power in April 1956. 

| would like to come back to this somewhat later. 

In the last 6 months, in the last year, we have had a veritable 
hurricane of Sino-Soviet economic moves directed toward Ceylon and 
I shall come back to that later, also. 

Our aid program in Ceylon is one of our newer ones. We came in 
in April 1956 and our first projects were agreed on in June 1956, only 
21 months ago. Since then the United States has made available to 
Ceylon about $9 million of capital aid, development assistance, all of 
it in fiscal year 1956 and 1957. 

This year whatever capital aid they get will come out of the Develop- 
ment Loan Fund and similarly, presumably for the future. 

On technical assistance we have made available $3.5 million of 
technical cooperation funds of which $1.4 million was made available 
this year, and approximately $1.6 million is proposed for fiscal year 
1959. 

In addition, we have made available under title II of Public Law 
480 approximately $4 million worth, at market value, $4 million worth 
of foodstuffs for flood relief in Ceylon. They had a major flood there 
which I shall also touch on in a little more detail. 

Finally—and although this is not generally included in assessments 
of American aid to Ceylon, I think it should be—there is a large-scale 
CARE program in Ceylon which operates under title III of Public 
Law 480, and under this program food valued at approximately $10 
million has been committed and made available to Ceylon. 

So we have the three aspects: CARE, flood relief and our straight 
economic and technica) assistance programs. 

The economic and technical assistance program I think I can say 
got off to a reasonably good start and is going reasonably well. On 
the other hand, I may be a prejudiced witness, having started with the 
program. 

We started by having a joint ICA-State survey team that spent 
approximately 6 weeks in Ceylon, composed of technicians in various 
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fields, as well as representatives of the Department of State and from 
this a program was drawn up which still today provides the main 
outline of the program the United States follows in Ceylon. 

More than 50 percent of the goods and services that we promised 
to deliver to Ceylon since June 1956, we have already delivered and on 
this year’s program, for example, virtually all the money is already in 
the pipeline and has passed the project-agreement stage. 

Since the amount of funds has been relatively small, the program 
has been concentrated in certain major areas. One illustration might 
be our program in opening up the dry zone of Ceylon. Slightly more 
than two-thirds of Ceylon is jungle, only lightly populated, and is 
called the dry zone. 

With the very high population increase rate, the need for more 
food and for more jobs, the Ceylonese have undertaken to open up 
this two-thirds of Ceylon that is generally undeveloped today. 

For this program we have three principal projects: One is malaria 
eradication. Malaria has been the principal deterrent for the opening 
up of this area and the malaria program was started last spring and 
already more than half of the goods have been delivered in Ceylon 
and all the rest of the goods that are a part of the fiscal year 1956 
project are in shipment. 

A second major sector of opening up the dry zone has been the 
development of irrigation. Cultivation is not possible in the dry zone 
without irrigation and the United States has agreed to provide ap- 
proximately $2,345,000 worth of construction equipment and 11 
technicians. 

Sixty percent of the construction equipment is now on the job in 
Ceylon and most of the balance is on the verge of shipment. 

The 11 people we have promised to provide the Ceylonese with the 
know-how to improve their own operation and maintenance of equip- 
ment are already on the job. 

Then the third aspect of the dry-zone program has been to help 
them push highways into this dry zone to open up the area so that 
the irrigation projects and other work can be carried on. 

For that program we have committed, beginning last year, some 
$900,000 for equipment, almost half of which is on the job, already, 
and almost all of the balance is in shipment. Of the 6 technicians we 
have agreed to provide, 5 are on the job. 

So in a relatively short period I think you can see that American 
economic and technical assistance is having an economic impact in 
Ceylon. 

A second major area has been attacking this problem of lack of tech- 
nical skills. Everywhere you go there are inadequate numbers of 
engineers and agriculturalists. In addition to tying in technical assist- 
ance with all the projects I mentioned previously, we are helping the 
University of Ceylon to increase the output of engineers in Ceylon 
from 20 a year to 80 and 90; to increase the output of agriculturalists 
above the level of the present 6 a year. The Texas A. & M. is the 
contractor for the United States on that program. 

The CARE program provides the school lunch to the needy children 
in the schools and more than 3,000 schools are affected by this program 
in all parts of the island. It is extremely well run by CARE and by 
the Ceylonese and the Ceylonese have given very appropriate pub- 
licity. Every school you go into you will see big posters saying where 
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the milk came from, in the appropriate language for the schools, 
depending on what is used. 

The flood-relief program came about when the Ceylonese had the 
worst flood of 50 years. We had some 60 days of rain in major areas 
of Ceylon when on Christmas Day more than 10 inches of rain fell 
over large parts of the island and within 48 hours more than 1,200 
irrigation reservoirs burst and drove out hundreds of thousands of 
people from their homes. 

The impact was tremendous upon Ceylon. Railroads and roads 
were out. We sent a request for help to Washington and the response 
was the equivalent of which I have not seen for a long time. 

The request for help was sent the day after the flood and within 
48 hours a Naval Task Force was on its way from the Philippines with 
28 helicopters, foodstuffs, and with 2 accompanying destroyers. 

The admiral in charge sent a cable which left its mark in Ceylon. 
He cabled the Prime Minister ‘‘We are yours to command in your 
hour of need.” 


Well, they were in need and this really epitomized the spirit of 
the time. 

Within 3 days we made available 11,000 tons of foodstuffs and 
shortly thereafter an additional 30,000 tons. This left a tremendous 
public impact on Ceylon and it was particularly strong because of the 
general tenor of things in the country. 

I picked up some of the newspaper clippings that we had here in 
the Washington office. Relatively few are available here but I 
thought they might be of some interest to the committee. 

As you can see, there was a picture of a woman refugee lifted from 
one of these isolated areas, kissing the hand of the American pilot who 
brought her to Colombo. 

Every paper for days was full of these stories. This second clipping 
shows the last day when the Prime Minister had a ceremony for the 
American naval force that was there. 

One of the striking things about this was that this flood occurred at 
the time that the Russians had a really major economic trade delega- 
tion there. There was a great deal of comment about the lack of any 
action by the Sino-Soviet groups. 

The Ceylonese press had cartoons of the local Communist elements 
pointing at sputnik in the sky and the Ceylonese man saying “It 
might be wonderful but I can’t eat it,’ as he consumes foodstuffs 
from the United States, Canada, and India, all of which came to the 
aid of Ceylon, but the Communist countries did not move. 

They came in later but the timeliness of the thing was missing insofar 
as they were concerned. There were many articles to the press on the 
general theme of “In our hour of need, what, one may ask, have our 
new friends, the Russians and the Chinese done for us in this?” 

It was very well received and very well handled. The Ceylonese 
publicized it very widely and were very appreciative. 

Now, I mentioned a moment ago that we had considerable Sino- 
Soviet interest. Up until 2 years ago when the new Government 
came in, there were no Chinese and no Russian Embassies and 
approximately a year ago the Chinese and Russian Embassies were 
established. 

Since then nearly 700 Ceylonese have been taken on conducted 
tours of the Soviet Union and China. Literally hundreds of Chinese, 
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Russians, Rumanians, Czechoslovakians, have poured into Ceylon, on 
various delegations. 

There were more than 170 such people in Ceylon in January which 
was one of the high months. 

Then in midfall, the Chinese made a grant of $16 million to Ceylon. 
This was followed by a $4 million Czech credit, and this was followed, 
less than 2 months ago, by a $30 million Soviet credit and the week 
before I left there was a Chinese-Communist $10 million credit. 

Mr. Jupp. Would you give those figures again? 

The Chinese-Communists gave 17 and 10? 

Mr. Grant. The Chinese-Communists made a grant of $16 million 
and then a credit of $10 million, plus. About $10.5 million. 

And the Czechoslovakians gave a credit of slightly less than $4 
million and the Soviets gave a credit of 30. 

The Soviets have entered into trade agreements with Ceylon, as 
have the Chinese and the Soviets have entered into cultural 
agreements. 

I think generally it can be said the Ceylonese have dealt at arm’s 
length with the Russians. 

(Security deletion.) 

Mr. Grant. I think that the quality of American aid is generall 
considered to be of a much higher caliber than that of the Russian aid. 

Under a loan from the Development Loan Fund it is possible to 
buy on a free world basis and this is a very important thing to the 
Ceylonese. 

Their traditional suppliers come from the West. They prefer the 
products of the West and the opportunity for competitive bidding 
on a free world basis has been very important, also the American 
loans, our loans can be of longer term. 

They can also be repayable in local currency. All of these make 
the Development Loan Fund a higher quality program than what 
the Soviets or the Chinese have offered on a credit basis. 

Mr. Chairman, may I go off the record briefly? 

Acting Chairman Morean. Off the record. 

(Discussion was off the record.) 

Acting Chairman Morean. Thank you, Mr. Grant. 

We will proceed with questions. 

Mr. Grant, this $1,600,000 requested in technical assistance for 
fiscal year 1959, is it mostly increased agricultural production or is 
any of it for industrial development? 

Mr. Grant. Some is for industrial development but a good deal 
of it is to support the highway program that we already have going 
and the irrigation program. 

There is also agricultural extension. 

Acting Chairman Morean. Last year, Mr. Grant, project 7 
provided for the development of the Colombo Area Railroad service, 
there was a considerable amount of money included in last year’s 
presentation book. 

What is the status of that program now? Has that moved forward 
or what has happened to it? 

Mr. Grant. Mr. Chairman, the contracts have been placed for the 
power coaches, as they are called, for this system. 

Acting Chairman Moraan. It is a diesel railroad? 

Mr. Grant. You might call it in effect a suburban railway service. 
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We are providing the bulk of the power coaches. The Ceylonese 
built the three trailer units that go with each power coach and the 
Ceylonese are putting in an automatic signaling system. When the 
program is completed it will increase the carrying capacity of the rail- 
ways within a 15-mile radius of Colombo from approximately 35,000 
a day to about 96,000 a day. 

May I go off the record? 

Acting Chairman Moraan. Yes. 

(Discussion off the record.) 

Acting Chairman Moraan. Mr. Barrows, in fiscal 1959, you have 
programed [security deletion] in defense support funds. I am one 
member of this committee who feels that defense support requires 
very careful study on our part. Do you feel the [security deletion] 
programed for the fiscal year 1959 for Vietnam is a worthwhile in- 
vestment? 

Mr. Barrows. I do, yes, sir. 

Without the budget support to the Vietnamese armed forces 
represented by the biggest part of this defense figure, they would 
not be able to make use of the [security deletion] in equipment and 
military supplies represented by the other figure. 

In 1954, indirectly, the United States was supporting the entire 
Vietnamese armed forces through our grants to France. In 1955, the 
percentage declined somewhat and it has declined every year but still 
the Vietnamese economy is in a position where it could not begin to 
support the armed forces that they now have and that we believe 
necessary in our common interests, without the economic resources 
brought in through defense support aid. 

Acting Chairman Morean. Thank you, Mr. Barrows. 

Mr. Vorys? 

Mr. Vorys. Mr. Barrows, you may not have run your arithmetic 
to jibe with the book here, but you fellows have certainly accomplished 
an awful lot since some of us were out there and I want to commend 
you for it. 

I remember when we were there in November 1954, the whole thing 
was dreadfully shaky, touch and go. I want to remind this commit- 
tee that in calendar year 1954, for fiscal year 1955, our committee 
recommended an authorization seeking in all categories $1,125 million 
for Indochina, and we wound up with an authorization that we called 
the southeast Asian-Western Pacific item, with no strings attached to 
it, of $700 million, and the Appropriations Committee appropriated 
every dime of it. 

So, when the danger was there, that was one of the dominoes that 
was going to tip over, the Congress was ready to pile it on, to prevent 
failure. 

I think that the expenditures that you made show that the big 
amounts did not go to your head. 

Mr. Zastocki. They were not handling those big amounts. The 
French were handling them. 

Mr. Vorys. Not by the fall of 1954. The French were still in there 
but they were on their way out. 

I have been trying to determine the comparable columns—I am 
looking at page 131 “of the program book, all marked “Secret.” I 
would like for you to get for us what the comparable columns of over- 
all expenditures in Vietnam were in 1955 and 1956. 
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Mr. Jupp. 1954, too. 

Mr. Vorys. Yes, and 1954, because I think they have been coming 
down. 

Now, I was on the trail of this direct forces support, this morning. 
We recommended $800 million for direct forces support in the summer 
of 1954. 

Mr. Zasuocki. $700 million. 

Mr. Vorys. No. 

Mrs. Ketuy. Will the gentleman yield? 

Mr. Vorys. Yes. 

Mrs. Ketuy. The amount for aid to those forces during that period 
was $600 million. 

Mr. Jupp. We authorized $800 million. 

Mr. Vorys. I refer to page 9 of our 1954 committee report. It 
is secret by area and country for a lot of places but for Indochina we 
have $308 million. Military assistance $800 million. Direct forces 
support, title 1, chapter 2, $21.3 million for defense support and $4 
million for technical assistance. 

Now that was rigged around so that we wound up with this $700 
million southeast Asia fund and some unallocated in the actual 
appropriations outside that, but in any case, that is an indication 
of how hot we thought this area was. Now, compared to a lot of other 
places—we feel pretty confident—at least some of us do, about 
South Vietnam and what you are doing. 

I have just one question: How are you coming along on the matter of 
exchange rates for piasters and dollars? Don’t vou have a problem 
on that? 

Mr. Barrows. We do have a problem, Mr. Vorys, in this respect, 
that the official rate for imports of 35 piasters to the dollar which was 
fixed actually during this period you were just talking about when we 
first began to give military aid directly—what I call budget support aid 
for military pruposes directly—is not really a realistic rate in the sense 
that the purchasing power of the piaster is overvalued at 35 to 1. 

Many people who visit Saigon now, and who can buy tourist piasters 
at 70 to 1 assume that that should be the correct rate. 

We are inclined to believe, having made a study of this matter as 
carefully as we could, that the proper rate is indicated by the amount 
of subsidy that the Vietnamese have to pay to export their rice, which 
is their principal export crop and without going into detail, they export 
it at a rate equal to about 47 piasters to the dollar. 

Mr. Vorys. They may have a price-support program. We voted 
on that downstairs today for our own country. 

Mr. Barrows. No, sir. They allow their exporters to bring in the 
foreign exchange they earn by the sale of rice, 35 percent through the 
free market at around 70 and 65 percent at the official rate of 35 and 
the 2 together make about 47. They have been able to export, as I 
said, 190,000 tons of rice in this year at that rate. 

Recognizing this fact, a year ago we proposed to the Government 
of Vietnam that they devalue their currency and regularize the rate. 
We could not get them to consider it for various reasons. ‘The first 
reason was that the French imposed a devaluation in 1953 that was 
not successful. Three months after the devaluation the advantages 
were lost. As a measure of what happened there, the rate before that 
devaluation which was officially 20 to the dollar, changed to 35 
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In Hong Kong, the rate before the devaluation had been 49, in 
relation to 20. It jumped within the month to 73 and prices internally 
went up in proportion. So that the Vietnamese are gun shy on 
devaluation. 

Secondly, they said that the Communists will say that you are 
forcing us to make a serious mistake, to depress the living standards 
of our people and that will be very bad for us from that point of view. 

Even the loyal, friendly Vietnamese say ‘You are just making the 
same mistake the French made.” 

And, finally, frankly they have been fearful that there would be an 
automatic cut in aid if there was any change in the rate. 

Nevertheless, we encouraged the Vietnamese Government to take 
steps in preparation for a devaluation which are the following: First, 
the free market that I described earlier which reduced the foreign 
holdings of piasters—one source of inflationary pressure. 

Second, they brought their budget under control. For the first 2 
years after you were there, Mr. Vorys, they did not have good control 
of their budget. They had deficits of which they were not really 
aware. 

Third, a year ago—just about now—-they imposed a series of new 
taxes on imports which had the effect of increasing Government 
revenues, of raising the cost of imports, of providing a surplus for 
their budget, for their regular civilian accounts, and of reducing 
consumption. 

As a result of those new taxes we estimate imports cost on the 
average of 53 piasters to the dollar rather than the 35 represented by 
the exchange rate. Thus, it is our belief that, if the piaster were to 
be devalued, they should set a new rate of about 50. Even without 
formal devaluation we have most of the beneficial effects in the 
economy as a result of what they have already done. There are no 
windfall profits. If you talk to a businessman now, he is much more 
concerned about the difficulty of selling merchandise, a lack of pur- 
chasing power in the economy, which is a result of these measures 
that have taken place. 

Personally, I think it would be wise for them in their own interest 
to devalue but I also say we have not been able to persuade them to 
do so. 

I do think, however, that as of right now, the import situation is 
reasonably under control, there are no windfall profits, the yield of 
the dollar of aid we give in the form of salables is about as high as it 
should be. 

There is only one remaining problem. The new taxes they impose, 
they do not deposit it in the counterpart fund. They use them for 
regular, ordinary expenses of their Government. 

We have argued that, as we interpret the bilateral aid agreement, 
they probably should deposit these receipts in the counterpart fund. 
They have argued that we have not interpreted the agreement cor- 
rectly, it is a legal question that is not yet resolved. 

I would say personally there is merit in their argument and I 
do not think it makes any practical difference because the needs of 
the country are such that even if they did deposit the receipts from 
the new taxes in the counterpart fund, we probably would feel obliged 
to release them for the purposes for which they are now being spent— 
to pay the essential civilian expenses such as police, education, health, 
and so on. There is a long answer to a short question, sir. 
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Acting Chairman Morean. Mr. Zablocki. 

Mr. Zastocxi. Thank you, Mr. Chairman. 

Mr. Barrows, I want to commend you for a fine statement. I can 
fully appreciate the problem you must have in negotiating with the 
Vietnamese. It might be interesting to tell the committee to what 
extent do the Vietnamese in making their requests expect aid on the 
basis of our past aid. Do they mention or compare present assistance 
to the aid we gave back in 1954? 

Mr. Barrows. They do not actually base it so much on that 
although I will say that in this discussion about the deposit of the 
taxes, the president said, ‘“You did not make the French do it, why 
should you make us do it?” 

They do not forget that. You are right. However, they do not 
refer to the aid level of that period. 

Frankly, I do not think they know precisely how much aid we did 
give the French. 

Mr. Zasiocki. You are underestimating the people you are dealing 
with. 

Mr. Barrows. One of the confusions I had about 1955 is this fact, 
that a good part of the budget support aid shown here as given to the 
Vietnamese in 1955 came from savings on that French account. I 
cannot reconcile my figures with this book, either, but I do know that 
the French had $785 million in cash alloted to them for 1954 for the 
Indochina war. $400 million of that was earmarked for the Expedi- 
tionary Corps of the French Army. 

$385 million was for the indigenous forces. Most of that $385 
remained when the armistice was signed and it was from that fund 
that our original military support program (which we call defense 
support today), was financed. There were transfers back and forth 
and that thing was not finally settled until the French accounts were 
closed out and we found out how much we actually got back from 
France. 

Mr. Zastocki. Mr. Barrows, in the paper handed you just as you 
left Vietnam, you stated some of the projects they requested could 
better be handled under the development loan program. 

We do not have a development loan program for Vietnam at present; 
do we? 

Mr. Barrows. No; I am talking about the new Development 
Loan Fund. That is not per country. 

Mr. Zasiocki. That prompts this question: In your opinion do you 
think that Vietnam should enter into a contract under the Develop- 
ment Loan Fund, are they in an economic position, for example, to 
enter into that kind of a contract? 

Mr. Barrows. I think for certain purposes they are. In my 
opinion should they request a loan for a revenue-earning enterprise 
such as a railroad, a city water system for the city of Saigon, a trans- 
portation system for the city of Saigon, that they could, if properly 
managed, service such loans; yes, sir. 

I think a general loan to the Government would be more question- 
able and as you perhaps know of the aid we have given Vietnam in 
1956 and 1957—$25 million each year was in the form of a loan that 
they are obligated to repay. : 

Mr. Zasutockt. I am going to ask my questions very rapidly, Mr. 
Chairman, because I know unless I do, I will use more than my 5 
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minutes. Mr. Barrows, are you cognizant of a letter written by a 
little Vietnamese girl who was identified just this morning by one of 
Washington’s newspapers as Miss Trang Thein Kim? 

I would like to have your comment on her statement and then I 
would like to have your comment on the number of United States 
personnel in comparison to the number of programed dollars in Viet- 
nam. 

It is my understanding an earlier quote was misstated and soon 
corrected by an unidentified American who had met her. This is 
the correct quote: 


Do the American people know that 95 percent of the Vietnamese do not like 
having so many Americans in their country? 


This corrected quote by the way, is much milder than the original 
quote in this paper. 

We have, according to the books before us, 403 at the present time. 

Mr. Jupp. It is more than that counting MAAG. 

Mrs. Ketuty. We have a MAAG group of 691. 

Mr. Zasuockt. Where is that total? 

(Security deletion.) 

Mrs. Ketiy. That is what I was going to ask. 

Mr. Vorys. Could we not get his comment on the little Vietnamese 
girl’s comment? 

Mr. Zastocki. Would you care to comment? 

Mr. Barrows. Do you want me to comment on the little girl or on 
that statement? 

Mr. Zastocki. The girl and the statement, on or off the record. 

Mr. Barrows. What I have to say is perfectly all right on the 
record. 

I knew you would probably be interested in this subject which 
happened to appear in the press shortly before I came in here and so 
I got what information I could before I left. I thought maybe I would 
get to break the news to you but the Post beat me to it. 

I brought with me in fact such information as we had about her 
when I left Saigon a week ago yesterday, and I think that the story in 
the Post which appears today is essentially in agreement with the facts 
we have. There are 1 or 2 slightly different interpretations that might 
be put on it. 

Mr. Zasiocki. Mr. Chairman, would it not be better to have the 
official report on the little Vietnamese girl rather than a newspaper 
article? 

I suggest the report be made a part of the record. 

Acting Chairman Morgan. Without objection it is so ordered. 

(The statement is as follows:) 


MEMORANDUM 
Marca 11, 1958. 
Subject: Trang Thien Kim, alias Le My, the Washington Post’s ‘Little Viet- 
namese Girl.” 

1. The true name of the author of the letter to Mr. Friendly of the Washington 
Post is Trang Thien Kim, a young Vietnamese girl between 17 to 18 years old, 
whose profession is that of movie actress. The true identity of the author of the 
letter is known tothe GVN. Her identity was established from her picture which 
appeared along with the letter. Subject resides at 18A Le Van Duyet Street, 
Saigon. Her father is a small fonctionnaire in the Ministry of Health and Sanita- 
tion whose name is Trang Phat (second name not established yet). 
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2. The family is not known to be Communist or to have any Communist con- 
nections. It is not known if the family or the author is eryptocommunist. 

3. A source who has known subject for over a year was not able to identify the 
sample of the handwriting as it appeared in the Washington Post. He did identify 
the photograph in the Post as being that of Miss Kim. 

4, Although the Washington Post stated that subject was 19 years old, the above 
source states that she is probably between 17 and 18 years old. Her Englishis 
fairly good; she has concentrated on it in the hopes of getting foreign roles in films 
or possibly of getting to the United States and working in Hollywood. 

5. On analysis of the article, the above source stated that she could not have 
written the letter without assistance. Such words as “‘assimilate’’ are beyond her 
vocabulary. Insofar as source recalls, Miss Kim has never shown any interest 
in economic matters and would have no reason to know of General Electric or 
General Motors. Source’s opinion is that someone gave her a prepared letter in 
either French or Vietnamese which Miss Kim with the aid of a dictionary 
translated. Source states that subject has this capability. 

6. Subject has no agent. Vietnamese actresses have not progressed that far. 
This is in connection with whether subject’s letter might have been a publicity 
stunt to get herself into the headlines. One source states that this might be the 
case since the girl is extremely ambitious and shrewd. This source places her 
among the top five movie actresses in the very embryonic movie industry here. 
She has appeared as cover girl on magazines and newspapers some 20 times in 
recent months. She is definitely known in Vietnam, and it can be said that she 
has a following, if such a term can be used in Vietnam where no single movie 
actress can be considered a real star in the western sense. 

7. When Mankiewics was in Saigon filming The Quiet American, subject did 
everything possible to attract his attention. She even went so far as to bleach or 
dye blond streaks in her hair, a practice extremely frowned upon by the puri- 
tanical GVN. This source states that subject could be talked into most any kind 
of publicity stunt if she thought it would advance her movie career. He estimates 
that she draws about 10,000 to 15,000 piastres per film, mostly the Theatre Filme 
produced by Chinese, wherein a play is staged in a theater and filmed. 

8. Subject is actually fond of Americans (at least that is the impression she has 
created in Saigon). She is not known to be anti-American—on the contrary to 
be most pro-American. She is quite popular among her American friends. 

9. Subject’s father seems quite pleased at the publicity his daughter has received 
and has expressed paternal pride in her success. In a conversation with subject’s 
father, one source quoted the father as saying that subject was not assisted or 
advised by anyone in preparing the letter. The ideas were her own and were 
expressed in her own manner. When asked his opinion of his daughter’s letter, 
the father stated that he agreed basically with all the points she raised, although 
he thought she expressed herself “too strongly.” He flatly denied that any 
Communist influence prompted his daughter’s letter. 


(Security deletion.) 

Mr. Barrows. I would like to summarize it by saying she is a movie 
actress; she has appeared in about five movies; I have some publicity 
photos of her I have brought along. 

Mr. Zasiockr. Some Members of Congress suggested she come to 
the United States to testify. 

Mr. Barrows. She wants to get to the United States. I think she 
wants to go to Hollywood. I don’t know the young lady, but a good 
many younger Americans in the community do. She is also a cover 
girl [indicating]. I learned these facts only the day I left, and I was 
only able to get 2 magazines, and it is reported she has been on 20 
magazine covers. One of them contains her life story in pictures. 

Mr. Zastocki. Is this coming out of my time? 

Acting Chairman Morean. Yes. 

Mr. Zastocki. I am thoroughly interested, but so are the others. 

Acting Chairman Morcan. We will grant you an extra 5 minutes. 

Mr. Barrows. These pictures are not very daring to us, but they 
are according to Vietnamese standards. 

Mr. Jupp. Do you think she wrote this? 
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Mr. Barrows. Personally, I do not. On the other hand, there is 
no evidence that she is a Communist or that her family is. What I, 
personally, think, from the information we have, is that she is a very 
shrewd and ambitious young lady who somehow, on the basis of her 
conversation with Americans with whom she associates a great deal, 
got the idea that this might advance her career. As to who may 
have written the letter or helped her write it, if anybody, I don’t 
know and, as of the day I left, we had no information on that. 

Now, as to her assertion, I have no evidence of it, and I see no 
evidence that the number of Americans is regarded by the mass of 
the people as excessive or, indeed, that most of them are particularly 
conscious of the number we have or the changes in the number. 

Mr. Zastockt. Mr. Chairman, the books before us reveal that 
while $304.4 million for economic assistance, was programed for 1957, 
the number of technicians totaled 287. This number is over and 
above the military MAAG program. In 1958, while $223.2 million 
was programed we had 506 people, and proposed programs for 1959 
amounting to [security deletion] and 403 people. This information is 
on page 134. On page 133, under the MAAG program, the total of 
personnel has increased by over 232 people in the MAAG program, 
while the total military assistance for the country has decreased. 

How do you justify the increase in personnel? 

Mr. Barrows. I think the principal increase is in the contract 
category, and it is largely because of the road construction. So far 
as the MAAG personnel is concerned, the Defense Department 
should respond to that. 

Mrs. Keutry. It decreased in 1958. 

Mr. Barrows. Contract employees, 1957, 148; 1958, 339. 

Mr. Zas.ockt. Probably the committee should have made this in- 
quiry last year when the witnesses were justifying the 1958 program; 
nevertheless, the question is still timely: Why the differential between 
fiscal 1957 and 1958? 

Mr. Barrows. Why the increase between 1957 and 1958? 

Mr. Zasiockt. Yes, the aid decreased. 

Mrs. Ketuiy. And your personnel, too. 

Mr. Barrows. Well, we had never been recruited up to what we 
regarded as the necessary strength, particularly in the technical as- 
sistance field, but, as I say again, on the total here, the increase is 
primarily in the contract employees for the roads and for other con- 
tract services. 

Mr. Zastockt. Since we are speaking on personnel, I think it is 
even more interesting to note the extent the United States personnel 
in Ceylon have increased while our program has decreased or remained 
the same. In 1957, United States personnel totaled 14. In 1958 we 
had 52 despite a drop of almost 5 million in dollars programed. In 
1959, the proposal is for three additional people, while the program 
has stayed the same. 

Mr. Grant. May I comment on this? 

Acting Chairman Morean. Yes. 

Mr. Grant. One reason for the low number of people for fiscal year 
1956 and fiscal year 1957 is that our first project agreements were signed 
only in June 1956. Few people came on the rolls until late in 1957 
and some of the people contemplated in June of 1956 for some of these 
projects came on the rolls only after the beginning of fiscal year 1958. 
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This is a new program and, as you get your technicians out in the 
field, even though they may have been contemplated a year before 
they are not shown until they are put on the rolls. 

Mr. Zastocki. In other words, the number of people will stay 
somewhere around 50. 

Acting Chairman Morean. Mrs. Bolton. 

Mrs. Botron. Mr. Grant, you were speaking of the inundation of 
Russians into Ceylon. What has that done to the situation, and what 
effect does it have, and what are we doing to counterbalance it in any 
way? 

Mr. Grant. The initial impact was quite substantial. The coun- 
try had had no relationships to speak of with the Soviet Union and 
China, and when you took six-hundred-odd Ceylonese to these coun- 
tries and they came back it obviously changed certain attitudes. 
There is no question about it but that the Chinese and the Russians 
are much more respectable today, than they were 2 or 3 years ago. 
As to what the long-range impact of this is, it is difficult to say. I 
think that we are past the shock-impact point, which in many ways 
might have come about in December when the scale of all this really 
made itself felt. 

Mrs. Botton. And the Russians and Chinese coming into Ceylon. 

Mr. Grant. And Ceylonese going out, and the hopes, promises, 
and expectations of large-scale aid. I think, as they get to know the 
Chinese and Russians better, things will stabilize at a point where the 
Chinese and Russian influence will be considerably stronger than it 
was before, but not at an extravagant point. 

I think a good deal depends on what we do. I say ‘‘we’’ in the broadest 
sense. There is really a cold war going on in Ceylon. The battle of 
ideologies is raging in the tearooms. Something like a recession here 
hurts us in Ceylon because the people are arguing about which is the 
way of life that Ceylon should take. The Prime Minister has spoken 
out very strongly that he does not believe in totalitarianism; that 
Ceylon must develop along a democratic plan. On the other hand, 
there are many elements, some of them within the Government, most 
of them out of the Government, who very vigorously proclaim the 
only way to progress is through totalitarian socialism or communism. 
So, the general attitude with which the Ceylonese view the viability 
of western economy and political structure is very important, and 
something like a recession does hurt us in this context. 

Also, I think that our aid programs play a very real role. They pro- 
vide an alternative. Many within the Government would rather turn 
to the United States for help, and if we are there in a position to pro- 
vide some help it gives them an alternative. 

On the other hand if we are not there to provide some help it 
becomes increasingly apparent to these people, at least in their own 
eyes, that itis to the Communist countries they have to turn for help. 

[Security deletion.] 

Mr. Grant. I think we have to concentrate on maintaining a 
steady course in our aid programs and that we should concentrate 
on maintaining a very high quality program and for this reason, from 
a field point of view, I have been disturbed about some of the com- 
ments on restricting procurement of goods to just those from the 
United States because one of the attractions of our program has been 
the fact that they have a chance to go to other countries as well and 
can buy in the best market. 
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To the extent that we can have a higher quality program, I think 
we will be associated with the more important and better projects of 
Ceylon and 5 years from now when people look back to it there will 
be a much more successful United States program than the Soviet 
or Chinese programs. 

Mrs. Boiron. May I ask about the language problem? What 
language do they speak? 

Mr. Grant. Two-thirds of the people, approximately 6 million, 
speak a language called Singhalese and they are the only people in 
the world who speak it. 

Approximately a third of the people are South Indians by extraction. 
Many have been there for many ome: of years and they speak 
Tamil which is the South Indian language. 

Until very recently, English has been the language of the Govern- 
ment and nearly 10 percent of the people speak it. One of the 
reasons in many people’s opinion for the turnover in 1956, for example, 
was the widely held view in Ceylon that the Government was too 
English language oriented, and the people in the villages felt that it 
was not their government. All the laws were only in English. 
Parliament was only in English. The records were only in English. 
You could not send a telegram except by getting it translated into 
English and when you got into the rural villages where nobody spoke 
English and you have universal franchise and so on, the people thought 
this was not the kind of thing they wanted. 

So the new government that came in adopted Singhalese as the 
official language. This immediately was felt to be a threat by the 
minority group to put them at a disadvantage. I think a settlement 
was found about 6 months ago where there is a good deal of “‘live and 
let live’ which has for the moment settled the situation. 

Mrs. Botron. As the Russians come in, do they speak Singhalese? 

Mr. Grant. No, none of them do as yet. I would say language- 
wise we have the great advantage since we speak English and all your 
government people speak it. I might mention that all our technicians 
study Singhalese. 

Mrs. Bouton. I understand it is quite difficult. 

Mr. Grant. It is quite difficult. I find any foreign language quite 
difficult. 

Almost all United States technicians take as a minimum a 3 months’ 
course and then some go on from there but it is just enough to let them 
get some feel of the language. 

Mrs. Boutron. And do those who go to Russia, do they come back 
speaking Russian, or going to China, do they speak Chinese when 
they come back? 

Mr. Grant. No, they do not. They just go on these tours. They 
are really guest tours to a great extent. 

Mrs. Botton. Thank you. 

Acting Chairman Morgan. Mrs. Kelly? 

Mrs. Ketiy. Thank you, Mr. Chairman. 

Mr. Barrows, of this [security deletion] proposed budget for Vietnam 
for 1959, what is the dollar figure estimated for the support of their 
troops? 

Mr. Barrows. [Security deletion]. 

Mrs. Kexiy. And the remainder support economic projects; right? 

Mr. Barrows. $4.5 million is technical cooperation. 
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Mrs. Ketiy. Asit is broken down the difference between [security 
deletion] to [security deletion] is roughly economic? 

Mr. Barrows. Yes. 

Mrs. Keuty. [Security deletion.] 

What are we doing to help the refugees in the border areas in the 
Northwest and in the West? How do they live? Do many of them 
come back to the East disappointed? 

Mr. Barrows. There has been very little of that, as a matter of 
fact; in fact they have more people requesting to go into the new 
settlements than they have settlements ready to receive them. 

Our contribution has been 6 months’ subsistence, at 6 piasters a day, 
the costs of material for a very simple house. What we would call a 
straw shack, I suppose, a house made of thatch and bamboo and local 
lumber; tools, and then the cost of such community facilities as a 
simple dispensary, a building for a school and a few facilities of that 
kind. 

Generally speaking, the local requirements of the actual center are 
examined before we agree to a budget for the center. 

Mrs. Ketuy. The acts of terrorism have increased; have they not? 

Mr. Barrows. More in the delta areas. The reason for placing 
these settlements in the high plateau country is because it has never 
been occupied by the Vietnamese. 

Mrs- Ketuy. In the mountain area? 

Mr. Barrows. Nomadic tribes for the great part. 

Mrs. Ketiy. Are the Communists infiltrating i in that area? 

Mr. Barrows. There are tribes where they have been infiltrating 
and the program of the Government is to put loyal and reliable 
settlements throughout the area. 

Mrs. Ketty. Is that program for the police there? 

Mr. Barrows. That is for the nationwide police which they call 
the civil guard. And for the city police and for the National Bureau 
of Investigation. 

Mrs. Ketuy. Is the military defending those people? 

Mr. Barrows. As a matter of fact, the high plateau is to be one 
of the main defense bases. This is one of the reasons for the road 
building into the high plateau and for the settlements. We have 
supported the settlements partly though not wholly because they fit 
in with the defensive plan of the country. 

Mrs. Ketity. When is that anticipated? Using that as a strategic 
defense area? When will that goal be reached? 

Is it in the process of planning, or just thinking about it? 

Mr. Barrows. No, some of the troops are already based there and 
that will serve as more of a base when communications are improved. 

Mrs. Ketiy. Troops are there? 

Mr. Barrows. I think there is a division based there in one of 
the centers in the plateau country. 

Mrs. Ketty. Do the MAAG troops go there? 

Mr. Barrows. There are MAAG advisers with all the troops down, 
I think, to the battalion level, wherever they may be in a country. 

[Security deletion.] 

Acting Chairman Morean. Dr. Judd. 

Mr. Jupp. I would like to ask a series of short questions here. 
Can you tell us something of your background, Mr. Barrows? 

Mr. Barrows. I am now a Foreign Service officer. Before that 
I was in the domestic civil service. I started in the Government in 
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1934 in the Department of Agriculture and I have worked in various 
capacities. I went into foreign aid work in 1948 in the OSR in Paris. 

Mr. Jupp. What is that? 

Mr. Barrows. That was the regional European office. It was 
called Office of the Special Representative. I then went with the 
mission to Italy for a year and a half. I went there in 1950. From 
there I went to Greece as Deputy Mission Director and became 
Director of the Mission to Greece in 1952 and remained in that position 
until 1954, when I went to Vietnam. 

Mr. Jupp. Do you have any suggestion as to why MAAG had this 
big increase in its strength? 

Mr. Barrows. Yes, | know where it did. During the course of the 
year they moved in [security deletion] a special group brought. to 
pick up the job of locating, cataloging, and disposing of ates amounts 
of military surplus left over when the French left Vietnam. The 
French had an obligation to return all excesses beyond the programed 
amount required for the Vietnamese forces, but they left more abruptly 
than they intended to and left millions of dollars worth of equipment 
that had to be inventoried and put into shape and gotten ready to 
move out. So this special group was brought in. 

Mr. Jupp. But they weren’t brought in until this current year’s 
budget, which still has 3 months to run. That is what I can’t figure 
out. 

My next question is about that tremendous depot of stocks by the 
airfield in Saigon. Has that been cut down and the stuff transferred 
elsewhere? 

Mr. Barrows. There has been a continuous movement out, of the 
material. 

Mr. Jupp. I wish somebody would take note of that and see if they 
cannot get—maybe ask the Pentagon people, Secretary Sprague, to 
give us some information on that. 

I think in some of these little countries we tend to overwhelm them. 
I know we did in Taiwan, with American military personnel, and 
unless they are really necessary, I am afraid they are not always a 
complete asset. 

You spoke of rice exports—some $20 million. Who is buying their 
rice now? Do you know where it was sold? 

Mr. Barrows. I am afraid I couldn’t answer except in general 
terms. 

Mr. Jupp. Perhaps I can ask Mr. Grant. One of the difficulties 
with Ceylon arose when they were trying to buy rice and the Chinese 
Communists offered them a better price than we were willing to offer 
and that is where their first swing toward the Communists began. 

Formerly Ceylon bought rice from Burma, Thailand, and Indochina, 
as it was then. I wonder whether Ceylon is now able to satisfy her 
rice requirements from normal sources, rather than getting it froma 
Communist China, as she did in one of her barter deals. 

Mr. Grant. You want me to comment on this? 

Mr. Jupp. Yes. 

Mr. Grant. Rice this year is in very short supply in the area. As 
of the moment, there is a Ceylonese purchasing mission in Vietnam. 
It should be in Saigon, trying to get rice. They bought all the rice 
they could get from Burma, all the rice they could get from Thailand. 
They have gone as far as Spain. They are getting some rice from us. 
It. is tight. 
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Mr. Jupp. What are they using to pay for it? 

Mr. Grant. They are paying for it in sterling and there is an 
exchange for rubber. 

Mr. Jupp. Burma’s rice was sold to the Red Chinese and they 
bartered it to Ceylon and thereby deprived Burma of its normal 
Ceylon market. 

Mr. Barrows. I don’t have the precise answer on rice, but I 
know some has gone to Indonesia, some to the Philippines, some to 
Japan, some to the French overseas territories, which have usually 
been the principal purchasers. : 

There have been a good many negotiations in Vietnam recently 
and we have the impression they could have sold another couple 
hundred thousand tons if they had it this year. 

(The following information has been submitted for the record:) 


Vietnam rice exports for 1957 


Destination: Metric tons | Destination—Continued Metric ton 
France and French Union_ 118, 342 pemeeeete do. cig Uh 801 
PumMtanE ss) Ji. 3 20, 200 Sermrate sl. tok ek 202 
DOR oie recta cede dee 18, 900 pe ee eee 202 
Philippines.___-.------- 15, 484 peice 
et ih hg ee I 12, 119 Es Senn een 187, 280 
Republic of Korea-_-_----- 1, 030 


Source: Economic Bulletin of the National Bank of Vietnam, Jan. 15, 1958. 


Mr. Jupp. Three years ago the great plague of the area was over- 
production of rice and now I understand they are all short, is that 
right? 

Mr. Grant. The Ceylonese are very concerned about their picture 
over the next several years. 

Mr. Jupp. Mr. Grant, what was the approximate cost of flood 
assistance which had such good psychological effects in Ceylon? 

Mr. Grant. Well, the cost for the United States Navy’s part of it 
I cannot give. It was the cost of moving a task force from the 
Philippines to Ceylon and back. 

On the title I] commodities, the market value of the commodities 
made available is slightly over $4.5 million. CCC carries a higher 
valuation than the United States market values. 

Mr. Jupp. So the Communists were putting in about 60 million 
and we have put in $7.5 million and yet you think we are holding 
our own. The offers of the Chinese Communists, the Czechs, and 
the Soviet Union added up to 60 million. And ours was 7.5. That 
is about as good a ratio of value received as in any operation I know 
about. 

Mr. Grant. Well, sir, 1 am not quite sure what vour 7.5 figure is. 

Mr. Jupp. I just added it up here. 6.1, one year, and 1.4, the 
next year. That makes 7.5, and you are asking 1.6 the next. Page 23. 

The $4 million is in addition to this, is it? 

Mr. Grant. It is in addition to this. We should take into account 
the $5 million we put in at the very end of fiscal year 1956, which has 
all been delivered really in the past 12 months. 

Then there is the possibility of some assistance under DLF, but | 
would agree with you, I would say that we are holding quite well with 
a much smaller amount of money. 

[Security deletion.] 
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Mr. Jupp. Are any substantial numbers of Ceylonese students or 
leaders being brought to the United States, comparable to the 660 
going to the Communist countries? 

Mr. Grant. There are considerable numbers of Ceylonese coming 
here. The number is considerably smaller—I believe the figure last 
year under our various programs—the ICA as well as the straight 
State Department programs, the USIA programs, totaled about 50. 
This year it will be substantially higher. 

Mr. Jupp. Do we have any Fulbright people out in Ceylon? 

Mr. Grant. Yes. 

Mr. Jupp. Is the Governor General still Sir Oliver? 

Mr. Grant. Sir Oliver is still the Governor General. May I go 
off the record? 

Acting Chairman Moraean. Off the record. 

(Discussion off the record.) 

Mr. Jupp. I had one more question I wanted to ask Mr. Barrows. 
There is a person around here occasionally who comes to see me or 
sends me &@ memorandum every month or so about how terrible Diem 
is, his family, and all the millions they are allegedly salting away in 
Europe. He apparently is the chief public relations man for some 
official who wants to get into power. Can you tell me anything about 
him? 

This publicity about Diem and his relatives and an official here who 
is supposed to be a genius in financial matters—it is like the old four- 
family stories put out about China, you know. 

They get his stuff and they read it and it sounds convincing. He 
is very positive in his assertions. 

Mr. Barrows. I have seen some of this material. In fact, I was 
on the list for a time. I would say that it is—now and then you can 
find a thread of fact in it, but it is certainly greatly exaggerated and 
distorted. 

I would like if I may, to say a little more off the record. 

(Discussion off the record.) 

Mr. Jupp. Thank you very much. 

If they tell you they must not devalue because it might lead to an 
automatic cut in aid, you might tell them there is more likely to be 
a cut in aid, if they don’t devalue. 

Mr. Barrows. This is precisely what we told them last year. We 
said, ‘‘The question of cut in aid will not be determined by the action 
you take here, assuch. If you take the right action to straighten out 
your currency and get a cut in aid, you will be able to live with it 
better and if you don’t get a cut in aid, you will be able to direct it 
to more development use and use less in current consumption.” 

They didn’t devalue, but they did other things which had that 
effect and this is one of the reasons why we haven’t had trouble in 
making certain adjustments this year. 

Mr. Jupp. I am glad there is no windfall coming out of it because 
such stories were damaging. 

Acting Chairman Morean. Mrs. Church. 

Mrs. Cuurcu. Have the French completely withdrawn from South 
Vietnam? 

Mr. Barrows. The French as a political governing force, yes, 

Mrs. Cuurcnu. No intrigue? 
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Mr. Barrows. Well the French business community may engage 


in a little although it isn’t official. I would just like to say they 
changed their high commission to an embassy, sometime I believe 
last year, and the present Ambassador and his staff are doing all that 
they can to put their relations on a quite regular basis. 

Mr. Pineau, the Foreign Minister, visited Vietnam just a week or 
so ago. For example, he agreed to ‘change the basis of the cultural 
mission to make it more acceptable to Vietnam as an independent 
country. I would say real progress has been made in that respect. 

Mrs. Cuurcu. At one time when our study mission was there, 
there seemed to be some indication that the French were conducting 
negotiations, secret or otherwise, with the Vietminh. Has that sus- 
picion been completely laid to rest? 

Mr. Barrows. Long ago, yes. 

Mrs. Cuurcu. No connection whatsoever? 

Mr. Barrows. That is right. 

Mrs. Cuurcu. Is there much or any interchange between the two 
sections of the country? 

Mr. Barrows. Very little. 

Mrs. Cuurcu. Is it controlled? I mean you feel quite sure that 
there is none? 

Mr. Barrows. There is some clandestine movement, but not a great 
deal. 

Mrs. Cuurcu. My next question: Was there any opposition on the 
part of the refugees to being resettled on the plateau? 

Mr. Barrows. No, ma’am. 

Mrs. Cuurcnu. In going, did they take with them the church 
relationship which we know existed in the refugee villages? 

Mr. Barrows. There are two movements to the plateau that I 
should speak of. One was made by the refugees during the movement 
in 1955 and 1956. That was a movement by villages and if they were 
Catholic villages as most of them were, they moved as such. 

The current movement is of a mixed population from central Viet- 
nam, and the great majority of them are Buddhists. They do not 
have the same social organization built around the church that the 
Catholic villages have. 

Mrs. Cuurcu. I noted that you were giving money for a school. 
I wondered if any provision was being made for a church. 

Mr. Barrows. In the villages, no. They always provide that 
themsevles. 

Mrs. Cuurcn. Is the Catholic Church carrying out its activity in 
that area? 

Mr. Barrows. The Catholic Church is carrying out a big program. 
It is based on first of all, the contributions of people who support 
their charitable work, and second, the distribution of United States 
surplus goods, food. And they have a very large program. There is 
also a CARE program and certain other voluntary agencies. 

Mrs. Cuurcnu. But there is no opposition to going on the part 
of those refugees who are sent? 

Mr. Barrows. We heard, to be perfectly honest, that at the outset 
there was a little bit of persuasion, rather strong moral persuasion 
brought to bear but in fact, now the movement is going so well that 
they ‘have more than they can care for. 
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Mrs. Cuurcu. I wonder if I might ask this about Ceylon: It was 
my understanding that the Buddhist priests played a considerable 
part, at the time ‘of the change in government. Are they still active 
and where do they stand today in their relationship between 
the Communists and the West? 

Mr. Grant. [Security deletion.| The Buddhist priests in Ceylon, 
today, are very definitely supporting the moderate elements within— 
the moderate majority within the Government. 

Mrs. Cuurcu. Does that hold true of the sections of the population 
that they influenced? 

Mr. Grant. It is hard to tell until there is another election. I should 
qualify my statement if I may by saying that a certain section of the 
Buddhist clergy was active in the election in 1956 and that section is 
still quite active. The majority of the Buddhists, the Buddhist 
clergy, do not take any active political position. 

Mrs. Cuurcn. May I infer that the group that was active has now 
turned to the moderates? 

Mr. Granv. Yes. 

Mrs. Cuurcu. It was in Ceylon that I first became aware of the 
efforts of the Communists to influence the women. In fact, the 
evidence was something that I dismissed as being almost irrelevant 
but since that time, | have found a similar attempt in many other 
countries which I have visited. 

Can you speak of the influence there now? Has it been extended 
and are you aware of it? 

Mr. Granr. I cannot speak in any great detail other than the fact 
that they have invited many women from Ceylon to go on these tours. 

Mrs. Cuurcu. And the women have been impressed? 

Mr. Grant. Some have. Many have come back and taken a very 
rational view. 

Mrs. Cuurcu. Have the women who have gone to Moscow, in turn, 
invited the hostesses back? 

Mr. Grant. I do not know. There have been quite a number of 
Russian and Chinese women visiting as parts of teachers’ delegations, 
cultural groups, but whether there was a specific invitation from the 
groups of Ceylonese who went, I do not know. 

Acting Chairman Moraan. Mr. Farbstein. 

Mr. Farsstrern. Thank you, Mr. Chairman. 

Mr. Barrows, when the list is given to you by the Government and 
you check into it and discuss it and analyze it with the authorities of 
the Government and you come to a conclusion as to what in your 
opinion should be granted or loaned to the Government, what do you 
then do with that recommendation? 

Mr. Barrows. That is embodied in a proposed program which I 
then submit to ICA in Washington. 

Mr. Farsstrern. What has been your experience in the years that 
you have been there, have they been accepted at face value? Have 
you ever been called in to discuss it, or what has taken place? 

Mr. Barrows. They have been subject to great scrutiny in Wash- 
ington. There has been considerable discussion, occasional modifica- 
tion. Sometimes our recommendations are rejected although by and 
large, I believe they have been accepted, but in the actual development 
of projects and their implementation, there is a great deal of discussion 
back and forth. 
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Mr. Farsste1n. Between whom and how? 

Mr. Barrows. The primary point of contact, of course, is the re- 
gional director of ICA, Mr. Moyer, here, but then with respect to 
each project, there is a responsible technical division in the Washing- 
tion organization that goes into it and frequently the discussion will, 
in fact, be with representatives of that division. 

Mr. Farpstern. Between the head of that division and you by 
mail, or personal discussion? 

Mr. Barrows. Usually, since we are 12,000 miles apart, it is by 
correspondence. By a system of documentation, in fact, which is 
quite detailed. But we receive regular visits from representatives of 
Washington and occasionally meet in regional meetings and occa- 
sionally I come to Washington, or other people do, when there are 
particular problems. 

Mr. Farsster1n. Thank you. 

Mr. Grant, how is that ambassador of ours doing in Ceylon? What 
is his name? 

Mr. Grant. Ambassador Gluck. He has been there about 6 
months. He is well accepted there now. Several weeks ago, there 
was the opening of a big Buddhist college. He was invited to be the 
chief patron. They had great panels up with his picture on it and 
they had a band to meet him and hundreds of Buddhist monks there, 
as the principal audience. 

This would not have happened unless there was a general good 
opinion prevailing. 

Mr. Farsstern. Thank you, that is all. 

Acting Chairman Mora@an. Mr. Curtis. 

Mr. Curtis. Thank you, Mr. Chairman. 

May I say to Mr. Barrows and Mr. Grant how helpful it is to have 
you come halfway around the world to give us firsthand information 
about this. 

I want to refer to a secret figure on page 135 about Russian foreign 
aid. 

We have heard criticisms that they spend less money but make a 
bigger impression than we do. I would like to ask you to comment on 
that. Have you noticed the effect of that Russian foreign aid in 
Vietnam? 

Mr. Barrows. Our problem is different from that in Ceylon, for 
example, where you have both Russians and Americans competing 
in the same country. 

Vietnam is one of the divided countries of the world where the 
problem is that the Russians and the other Communist countries are 
helping the north half of Vietnam and we are helping the south half. 

here is the Iron Curtain between us so it is difficult for us 
to make good comparisons. Nevertheless, we know that the Viet- 
namese in South Vietnam are watching what they do know about it, 
the things going on in North Vietnam. We know that the government 
is concerned about it and it is a factor we have to take into account. 
Not in the same way they do in Ceylon where they are both operating 
together. 

But this is the problem for free Vietnam, and this is the way the 
President expressed it only very recently. He said: 


I have to face the question eventually of reunification— 
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or of a greater relaxation of contact between free Vietnam and North 
Vietnam— 

and I have to put myself in as strong a position as I can in security, in economic 
development, in the development of social services, and in winning the loyalty 
of the people, before I have to face that opening up of the frontier. 

He said he felt there was a worldwide Communist pressure on the 
divided countries to permit freer communication. 

Mr. Curtis. Thank you. One further question: 

On page 136 of the presentation book, it points out that this [se- 
curity deletion] in defense-support funds is used—and you have 
mentioned this—to generate counterpart funds. Now some of these 
counterpart funds can be used for military aid to Vietnam? 

Mr. Barrows. They are used to pay the salaries, allowances and 
other internal costs of the Vietnamese forces. 

Mr. Curtis. Is that entirely separate from the [security deletion] 
of military aid that we find listed? 

Mr. Barrows. Yes, sir; that is entirely separate. The military 
aid is to provide military supplies and equipment purchased outside 
the country and delivered in kind 

Mr. Curtis. So that sometimes we give aid in the form of economic 
aid, but it generates military aid? 

Mr. Barrows. That is right, the resources that are put in in the 
form of general imports which are consumed or used in the mainte- 
nance of the economy, since they are sold to private purchasers, 
result in the payment of piasters into a fund, the counterpart fund, 
from which we then allocate agreed amounts to the military budget. 

Mr. Curtis. What is the typical transaction for getting those 
general imports over there? Are they bought in this country by 
agents? 

Mr. Barrows. About a fourth of the goods so provided are bought 
in the United States. About an equal amount are bought in France 
and most of those I might digress to say, are not paid for in dollars, 
but are paid for in francs which we obtain by the sale of surplus agricul- 
tural commodities to France. 

Mr. Curtis. Who buys them, Mr. Barrows? 

Mr. Barrows. Private business people. All of the aid in this 
category, nonproject in Vietnam, is brought in through private trade. 

\ir. Curtis. Mostly Vietnamese or Americans? 

Mr. Barrows. Well they are local people. They are Vietnamese, 
French firms, or Chinese firms, for the most part. There are some 
American businessmen there. For example, there are two American 
oil companies. A typical transaction would be of this sort: We would 
authorize the importation of a certain amount of textiles. The 
Government of Vietnam would then reauthorize on the request of 
merchants, the use of that money, or of those credits for the purchase 
of textiles. 

When the textiles are actually shipped, they will be paid for out of 
the United States fund. 

Mr. Curtis. Thank you, Mr. Barrows. 

Mr. Zastocki. Mr. Chairman, could I ask one more question? 

Acting Chairman Morean. Mr. Zablocki. 

Mr. Zasztockt. On page 134, Mr. Barrows, the [security deletion] 
for industrial commodities under defense support in your opinion 
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would any of this amount for Vietnam be more accurately classified 
under development assistance? 

Mr. Barrows. I don’t think so, sir; no. This is general support 
to the Vietnamese economy, in the form of miscellaneous imports 
of these various kinds which, sold into the economy, give them re- 
sources by which they are able to maintain this military level and do 


these other things that are necessary to maintain their defensive posi- 
tion. 


Mr. Zasiocki. Thank you, Mr. Chairman. 


Acting Chairman Morean. Thank you, Mr. Barrows and Mr. 
Grant. 


The committee stands adjourned until 10:30 Tuesday morning. 


(Whereupon, at 5:15 p. m., the committee adjourned to reconvene 
at 10:30 a. m., Tuesday, March 25, 1958.) 


(The following replies have been submitted by ICA in response to 
questions submitted by the Foreign Affairs Committee.) 
Question 


Are counterpart and local currency contributions to the local defense budgets 
included in the $122 billion figure for the defense expenditures of our allies? 

Answer: The $122 billion figure includes about $3.2 billion of counterpart 
funds owned by the local government and approximately $300 million of United 
States-owned local currency. The combined total is $3.5 billion or less than 
3 percent of.the $122 billion figure for total defense expenditures. 

The counterpart and local currency have been included in the total of local 
defense expenditures since, in both eases, these funds are spent for goods and 
services which the country takes out of its own resources and devotes to defense. 
To deduct these expenditures from military outlays would understate a country’s 
contribution of its resources in goods and services to defense. 


Question 


A journalist has informed the staff of the Foreign Affairs Committee that the 
MAAG Chief in Vietnam is living in a house for which the United States Govern- 
ment is paying $2,000 per month rent. Is this true? 

Answer: The journalist has been misinformed. The Vietnamese Government 
provides quarters for the Chief, MAAG, at no cost to the United States Govern- 
ment and the Chief, MAAG, occupies these quarters as Government-furnished 
and thus does not receive a rental allowance. 


KOREA 
Question 

Why were nylon stockings included in the military assistance program 
for Korea? 

Answer: This statement is in reference to.the comment by the Comptroller 
General that ‘‘* * * nylon stockings are programed in Korea * * *,”’ noted in 
the hearings before the Committee on Foreign Affairs, House of Representatives, 
on draft legislation to amend further the Mutual Security Act of 1954 as amended, 
held on February 19, 1958 (p. 31, pt. I). 

The nylon stockings in the MAP were for initial issue to Korean Army WAC’s as 
part of their uniform. The nylons were programed in lieu of cotton hose because 
they were available in quartermaster stocks in Japan. These nylons were in the 
process of becoming excess due to the reduction in United States WAC forces 
stationed in Japan. Their actual cost at 60 cents per pair in Japan was not in 
excess of cotton hose procured in the United States plus overseas shipping costs. 


EXCESS IN JAPAN 
Question 


Is it true that a substantial quantity of excess military items in Japan is being 
disposed of as surplus while comparable items are being requisitioned from the 
United States? 

Answer: No. A central screening process insures that, to the extent possible, 
excess material instead of new requisitions from the United States is used to 
meet MAP requirements. Only those items which are unsuitable for such 
requirements are disposed of as surplus. 
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‘ 


The reference to “substantial quantity of excess military items,’’ implies that 
Army material made excess by the phase-out of United States Army forces in 
Japan is meant. The items and quantities of this excess material in United 
States Army have already been applied, wherever possible, against future military 


assistance program requirements and the use of this equipment is shown in the 
presentation books. 


INCIDENT OF B-17 FROM ISRAEL CARRYING ARMS WHICH LANDED IN ALGERIA 


On or about February 27, 1958, an old B-17 Flying Fortress with a 4-man crew 
consisting of 2 American citizens, a British subject and an Israeli, made a forced 
landing because of engine trouble at Bone in Algeria. Reports of this incident 
appeared in the international press on March 2 and prompted inquiries in the 
Isracli Parliament and elsewhere which brought to light the following information: 

The B-17, previously the property of the Israeli Defense Forces, had apparently 
been sold to a United States citizen, Aaron Bernard Azarow (a member of the 
4-man crew). This aircraft is probably 1 of the 3 B—17’s irregularly acquired in 
the United States and flown to Israel at the time of the Palestine hostilities of 
1947-48. These planes were never sold or licensed for export by the United 
States Government. 

The B-17 was en route for delivery to an unspecified South American destina- 
tion publicly described on March 3 by the Israeli Prime Minister, Mr. Ben-Gurion, 
as a “friendly state not engaged in any dispute with its neighbors.”’ The plane 
had on board a load of small arms reported by the Jerusalem Post to consist of 
292 bazeokas, 4 mortars, and 100 submachine guns. The Prime Minister stated 
that no ammunition was included and described the arms as ‘‘surplus equipment 
allotted for sale by the Ministry of Defense to a friendly government in Latin 
America, as was the aircraft, which is of an obsolete pattern.” This is a plausible 
explanation since in effect Israel does manufacture and sell abroad limited quan- 
ties of smal! arms of the type contained in the cargo of this plane. 

Mr. Ben-Gurion went on to explain that the plane had been ‘‘transferred to a 
foreign flag and to the ownership of an American company, and was flown by a 
civilian crew engaged for the purpose in Israel.’”” The Prime Minister declared, 
finally, that the ““French Government is not in any doubt that the aircraft was 
destined for Latin America, and came to Algeria only in transit.” 

Subsequent to the forced landing, a plane was dispatched from Israel with a 
spare motor and mechanics to repair the B-17 which was flown back to Israel 
on March 8. Its cargo of arms, however, was impounded by the French authori- 
ties in Algeria where it presumably still remains. 

(Security deletion.) 
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Amounts contributed by the United States and by other governments to major refugee 
programs since World War II through fiscal year 1957 


[In millions of dollars} 


Other | 








| | 
| United | 
States | Govern- 
contri- | ment | Type of program Groups affected 
butions | contri- 
butions | 
ee }ncmms eee een ea eS — 
UNRRA 1_. bt 58.0 25.0 | Camp care and mainte- | Refugees in Europe and 
} mance, Middle East. 
Re tke ecgh -| 237.0 | 170.0 | Overseas transportation, | Refugees primarily in 
| | medical care and main- Europe; also Far East, 
tenance. | _ Africa. 
Displaced Persons Act... --| 19.0 | Issuance of visas and | Refugees in Europe. 
transportation to 
United States. 
RRA... 31.5 Ji MOocekeas eset ee .| Refugees in Europe and 
Far East. 
USEP... vos 20.5 | Supplementary care .and | Recent-escapees in Europe 
| maintenance; resettle- | and Far East. 
ment. 
UNHCR.... ed 4.0 8.0 Permanent reestablish- | Refugees in Europe and 
| ment. Far East. 
Vietnam refugees ?___ | 7.0 T..... .| Relief and resettlement..._| North Vietnam refugees. 
sume a... saceane| 60. 6 74.5 | Transportation overseas _-- —— and refugees in 
} Surope. 
Hungarian program (in- 45.0 | 5.0 | Care and maintenance; | Hungarian refugees/es- 
cluding USEP, etc.).4 | | resettlement; transpor- capees. . 
| | tation to United States. | 
UNKRA 5. 93.0 | 46.5 | Emergency medical and | Korean war victims. 
food assistance; rehabili- 
* | | tation. 
Eee ie se ese Sek 188. 0 91.0 | Food; clothing, medical | Palestinian refugees. 
| assistance; improved | 
living conditions. | 
Public Law 480. .......-- TFS [os acacuces § OMPIMMIUIL, sins icici leds oie wiinsiteiwaies Refugees in Cambodia, 
Korea, Laos, Vietnam, 





India, Pakistan, Austria, 
Berlin, Hungary, and 
Italy. 


ete’. steeds RO 


MR hit iain hein eters | 


1 Not including supplies, services and transportation granted by U. 8. Army. 

2 Not including transportation and other services supplied by U. 8. Navy. 

3 Contributions for benefit of both refugees and migrants 

4 Estimated minimum expenditures. 

§ Major portion of contribution for purpose of reconstruction of war damage in Republic of Korea 

6 Includes contributions to predecessor agency. 

7 Represents an estimate of total portion of commodities shipped abroad under emergency assistance 
grants for refugees. 


(The following information has been supplied for the record in 
response to a request by Mr. Hays of Arkansas. See also p. 404, pt. 
III, Hearings on the Mutual Security Act of 1958.) 


Personnel of the Public Health Division of ICA has been studying certain 
additional requirements for malaria eradication which have developed since the 
preparation of fiscal year 1958 and 1959 congressional presentations. 

Recent studies of the technical and administrative feasibility of eradicating 
malaria in India have indicated an acceleration of operations is now possible. 
The India program is not only the largest antimalaria program ever conducted 
in the history of the world, but also is one of the best developed, as a result of an 
excellent organization, a cadre of well-trained personnel, and additional readily 
trainable personnel. While India is contributing large amounts of local currency 
this program has been made possible by the foreign exchange aid provided by 
United States, and its continued success is dependent upon further United States 
foreign exchange assistance during fiscal year 1959 and 1960. After fiscal year 
1961, no further aid for this work should be necessary. 

It is desirable to take advantage of every opportunity which presents itself to 
accelerate country programs, having in mind not only humanitarian considera- 
tions, but also the danger of fostering development of resistance of the malaria- 
carrying mosquito to available insecticides through a prolonger campaign. Such 
acceleration in India would involve a concentration of foreign exchange needs into 
3 years. 
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A similar need is evident in Brazil. 

It would accelerate malaria eradication in these two countries if these additional 
requirements could be met this year, and this matter is being explored within ICA. 
It is recognized that any further use of funds in fiscal year 1958 must be authorized 
by Presidential waiver of the ceiling imposed by section 420 of the Mutual Security 
Act. Should additional fiscal year 1958 funding be unavailable, these malaria 
eradication requirements would be considered when programing funds to be 
appropriated for the mutual security program for fiscal year 1959. 


(The following material has been submitted by ICA for inclusion 
in the record :) 
AprRIL 10, 1958. 
Hon. THoomas E. Moraan, 
Acting Chairman, Committee on Foreign Affairs, 
House of Representatives. 


Dear Dr. Moraan: During the course of the hearings before the Foreign 
Affairs Committee on the Mutual Security Act of 1958, various members of the 
committee have requested the executive branch to prepare unclassified statements 
on the various planning stages through which a program goes from first formulation 
to final implementation and on the reductions which oceur in the level of our 
mutual security programs prior to the time these programs are submitted to the 
Congress. 

In response to these requests I am attaching three separate statements for the 
information of the committee and, if you so desire, for inclusion in the record. The 
first describes, by example, the evolution of defense support aid levels. The second 
and third statements provide information and certain figures to serve as a basis 
for comparison of the economic and military aid levels from the initial field 
recommendations through the various stages of refinement to those determined 
for inclusion in the congressional presentation of the mutual security program for 
fiscal year 1959. 

All of the statements have been prepared on an unclassified basis, and therefore 
some of the detailed country information made available to the committee during 
the hearings is not included. If it would be useful to the committee, we would, 
of course, be gald to provide further information on this subject on a classified 
basis. 

Sincerely yours, 
Rosert G, BaRngEs, 
Special Assistant for Mutual Security Coordination. 


DEVELOPMENT OF MiuiTarRy ASSISTANCE LEVELS PROPOSED TO THE CONGRESS 
FoR Fiscat YEAR 1959 


Procedures followed in the development of the proposed fiscal year 1959 military 
assistance program levels started with a directive to MAAG’s to prepare a state- 
ment of requirements, by item, needed to accomplish and maintain the forces 
defined by Washington as eligible for military assistance program support. 
These requirements are divided into five priority increments each representing 
materiel needed to attain specific military accomplishments. This statement is 
accompanied by a listing of the assets on hand or anticipated from sources other 
than military assistance program to meet the requirements. If these assets are 
inadequate, the Chief of MAAG is required to certify that, if they are met by 
military assistance program, they can be utilized effectively. These statements 
are in terms of items, and no attempt is made by the MAAG’s to calculate or 
estimate the dollar value. The data submitted are accompanied by a number 
of supporting documents showing the basis upon which and method by which 
requirements have been calculated. The principal supporting document is a 
description of each unit and installation proposed to receive military assistance 
program support, including equipment allowances for each such unit and installa- 
tion, and the mission that it will undertake in time of war. 

Data developed by the MAAG’s are reviewed by the unified commands to 
insure that stated requirements are consistent with unit missions, that priority 
groupings of these requirements are consistent with desired priority of aecomp- 
lishments, and that the data has been calculated and presented in accordance 
with policies and procedures prescribed by the DOD. Upon receipt in Washing- 
ton, these data are reviewed once again by the military departments and by the 
OSD. Inconsistencies are reconciled, undelivered prior year programs are in- 
troduced as assets, and appropriate changes are made to the data (following 
consultation as necessary with the unified commands and MAAG’s). 
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At this point the values of requirements, assets, and deficiencies eligible for 
military assistance program are calculated mechanically. However, since sup- 
ply availability has not yet been determined, this pricing is based on average 
values and not actual cost to the program. In making this calculation for the 
fiscal year 1959 program, the total value of the deficiencies eligible for military 
assistance program was about $5 billion. It should be understood that some of 
these requirements (e. g., maintenance of existing forces, and certain parts of the 
equipping, modernization, and war reserve requirements) are high priority and 
are needed now. On the other hand, some of the requirements for equipping, 
modernization, and war reserves are of a lower priority and their provision can 
be delayed without serious jeopardy to the military posture. 

Data derived from this preliminary costing are then summarized on a world- 
wide basis by priority. For the fiscal year 1959 program this summarized data 
showed that requirements through priority 3 could be met for about $2 billion, 
again without regard to supply source and without regard to the fact that the 
program in certain countries might be affected by certain nonmilitary factors. 
It was determined that, if requirements through priority 3 were met, the high 
priority accomplishments which should be attained by the fiscal year 1959 pro- 
gram to insure orderly progress toward ultimate objectives, would be satisfied. 
Requirements were then reviewed, country by country and appropriate limita- 
tions were applied. For example, in a number of countries possible reductions 
in forces dictated that programing even through priority 3 was not warranted at 
this time. After application of these special considerations, a preliminary re- 
view by item was undertaken and the cost of the program reduced to take into 
account those items which apparently could be obtained without cost to military 
assistance program (i. e., from stocks excess to the requirements of United States 
services, and by redistribution of military assistance program-owned assets). In 
addition, an estimates was made of the value of those items which, though re- 
quired to meet requirements in priorities 1-3, appeared to be unobtainable at 
this time. As a result of these operations the fiscal year 1959 materiel program 
estimate was reduced to $1.7 billion. To this figure the cost of programs other 
than materiel (training, P. C. H. & T., administration, etc.) was added, result- 
ing in a total program estimates of $2.15 billion which was submitted to the Bu- 
reau of the Budget. 

Based on the decisions reached as a result of the operations described above, 
instructions were issued to the military departments to prepare detailed pro- 
grams. These programs took into account availability of the items, the source 
from which they could be obtained, and the latest known cost. The total value 
resulting was $2.156 billion, including nonmateriel programs. 

These programs were reviewed by the Departments of State and Defense, and 
ICA to insure consistency with instructions. Apparent inconsistencies were in- 
vestigated and in consultation with the military departments appropriate adjust- 
ments made where indicated. In a further review with the Bureau of the Budget 
of the total budget requirements for the United States Government, it was de- 
cided to delete from the program a contingency item for funding of IRBM’s. 
These changes resulted in a reduction of the estimate to a total of $1.8 billion, 
which was approved by the President and submitted as the executive branch pro- 
posal to the Congress. 


DEVELOPMENT OF Mutuat Security Program Economic AssIsTANCE LEVELS 
PROPOSED TO THE CONGRESS FOR FiscaL YEAR 1959 


The following is in response to requests for information which would enable 
comparison of fiscal year 1959 mutual security program economic aid levels at 
the various stages of refinement, including (a) level of country requests, (b) level 
of field mission recommendations, (c) level of proposals of ICA and other interested 
executive agencies to the Bureau of the Budget, (d) amounts allowed by the 
Bureau of the Budget, and (e) amounts proposed to the Congress. 

There are various practical factors, some of which are discussed in detail in 
part III of this memorandum, which limit the extent to which it is possible to 
provide information on levels of aid at all of the stages enumerated above. For 
instance, as pointed out in the paper on Steps in the Evolution of Defense Support 
Aid Levels, requests from other countries are normally for assistance in meeting 
certain economic problems and not for particular amounts of aid. Similarly, 
recommendations from the field missions do not cover all components of the pro- 
gram submitted to the Congress, such as requirements for interregional expenses 
and for such global programs as malaria eradication. 


col 


ex 
y 


p 
e 
I 
C 
0 
e 
is 
r 
c 
€ 
t 
7 
1 
; 
d 
] 








MUTUAL SECURITY ACT OF 1958 1259 


Within these limitations, and with the reservation that figures for particular 
countries must remain classified, the following information gives the reductions 
made in the levels of aid requested of Congress, prior to the submission of the 
peepee fiscal year 1959 program to the Congress, on a global and regional basis 

y major category of economic aid. 


I, GLOBAL 


(a) In the case of the 12 countries for which the executive branch is proposing 
defense support programs in fiscal year 1959, the aggregate estimates of the ICA 
field missions totaled approximately $900 million. The several ICA regional 
offices in Washington, after reviewing these estimates, initially recommended a 
total of $902 million for defense support. The final presentation to the Congress, 
as reflected in the presentation books distributed in the House Foreign Affairs 
Committee and as outlined by the witnesses who appeared before the committee, 
calls for an appropriation for defense support of $835 million. 

In the case of individual countries, the proposed program contained in the 
presentation is smaller in 6 instances, larger in 3, and substantially the same in 
3, in comparison with the estimates submitted by the field. At one extreme the 
reduction in the field submission amounted to 40 percent of the amount of defense 
support aid requested. At the other extreme, in one instance where the political 
and economic circumstances involved substantially changed between the time of 
the field submission and the presentation, the original aid level was increased 
17 percent. 

(b) In the case of special assistance for those 11 countries for which field sub- 
missions were received, the aggregate of the estimates made was about $179 
million. The several ICA regional offices in Washington, after reviewing these 
estimates, submitted recommendations covering 10 of these countries totaling 
$159 million, the 11th country being eliminated entirely. This compares with 
the total proposed special assistance programs for the 10 countries in the con- 
gressional presentation of about $153 million. In the case of individual countries, 
the program contained in the presentation was larger in 3 instances, smaller in 3, 
and substantially the same in 4, in comparison with the estimates submitted by 
the field. 

(c) The executive branch is seeking funds for bilateral technical cooperation 
programs in 52 countries and 10 dependent territories. Field submissions cov- 
ering requirements for all but 4 of these programs totaled about $149 million. 
In the case of Ghana, Yemen, the Sudan and certain island territories in the 
Caribbean, where no USOM’s were established at the time, the estimates were 
necessarily prepared in Washington and totaled another $3 million. In addition 
estimates for regional projects (about $7 million) and estimates for domestic 
program and interregional costs (approximately $17 million) were also necessarily 
prepared in Washington and amounted to another $24 million. Thus the total 
combined requirements for fiscal year 1959 technical cooperation as initially 
estimated by field missions and other Washington program-originating offices 
came to nearly $176 million. The several ICA regional and other responsible 
Washington staff offices screened these requirements and submitted requests 
which in the aggregate totaled about $166 million. The program finally pre- 
sented to the Ruaarens covering these same items totals about $142 million. 
Almost uniformly this reduction was reflected in a downward adjustment of the 
proposed levels of aid for each country program or activity. 
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Il, REGIONAL 


The following table gives the changes which took place between the field sub- 
mission and the congressional presentation by region and major category of 
economic aid, expressed in millions of dollars, with the percentage of change. 


Field al Percent 
estimate presentation change ! 


Defense support: 




















Near East and south Asia__-_-_-._- $268. 8 $195. 0 27 
eee nn sind aeoniahclenneb anal 581.5 595. 0 +2 
Europe and Africa.___._____.- Spee teeta ens nesetiecad 50.0 45.0 10 

: RSET ae eran si 4 eee eye eee 900. 3 835.0 7 
Special assistance: ~ 
Near East and south Asia_- 60.0 42.0 30 
Europe and Africa_-_-_____- f  niptinteten FA 299.0 | 92.5 6 
es eae 20. 6 19.0 9 
EE isha ath btt dees awaad badbaducwbncawodebiethbis sathsecebs 179. 6 153. 5 15 
Technical cooperation: a oe a 
ee NU een ce eee ane 50. 04 37. 85 24 
By IIs hifi Wl atrerc lacie winches ghidindblo wen dubividiinichdbintetd ve shen ate 2 37.40 32. 50 13 
I ORE Us. csis5~ ninth duiiddastbiniownnteseiaenesé --| 2 22. 04 15. 35 30 
RE NUNN inn ocd doduteset sesuthebiiecamnns Paeacee i‘ 2 39. 25 32. 50 17 
thd Deiceiahbatches dealesclalttelelis hen aetmakecstoslnihsedttesledoseehieus | 148. 73 118. 20 21 








1 All percentages represent reductions except where an increase is specifically noted. 
2 As described above, these figures do not include regional programs or countries for which estimates were 
initially prepated in Washington. 


These figures show that the pattern for Near East and south Asia, where the 
reduction in levels from the field estimates was very large, is not wholly representa- 
tive of the pattern in the other geographic areas, except, perhaps, in the case of 
technical cooperation. The sharpest deviation is in the case of defense support 
in the Far East, where the congressional presentation figure for the area as a whole 
is larger than the aggregate of the USOM estimates. This upward revision in 
the case of the Far East was necessitated in large part by the revision in Wash- 
ington of certain assumptions made in the field. 


III. LIMITATIONS ON FIGURES 


As indicated previously, the foregoing data should be considered in the light 
of certain practical factors which limit any conclusions which might be drawn 
from the figures. Some of these are discussed below: 

(1) Nonavailability of country aid requests—It is not possible, simply because 
requests of this precise character do not in fact exist for most countries at this 
time, to provide the amount of country requests for fiscal year 1959 assistance. 
While the program submitted to Congress, and the amount of aid recommended 
for any country for fiscal year 1959, reflects the fact that such country has re- 
quested assistance of particular types and for particular purposes from the United 
States, those requests are not usually expressed in terms of a specific fiscal year 
1959 aid level or even in terms of a detailed, complete and officially approved list 
of specific activities that the country wishes help in financing. A country request 
for fiscal year 1959 aid which is expressed in a specific amount will only come later, 
if at all, and probably then only in connection with the negotiation, after the 
Congress has acted, of an aid level for the program that will actually be 
Implemented. 

(2) Nonavailability of field estimates for certain programs.—It is not possible, 
either for the mutual security program as a whole or for most of the individual 
appropriation accounts, to make a valid comparison between the amounts recom- 
mended by the overseas missions and the amounts proposed by ICA and other 
executive agencies to the Bureau of the Budget, or approved by the Bureau, for 
the same purposes. This is because certain programs are not derived directly 
from field program submissions, even though certain kinds of information from 
the field may be indispensable to their formulation. This is true with respect to: 
(a) the entirety of the contingency fund ($200 million); (b) the entirety of the 
Development Loan Fund ($625 million) ; and (c) virtually all of the various miscel- 
laneous programs customarily listed under the heading of ‘‘Other,’”’ including 
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United States contributions to various multilateral programs, etc. ($106 million). 
This is also true with respect to the technical cooperation, special assistance, and 
defense support appropriation accounts in cases where either (a) a program pro- 
posal must be developed for a new ccuntry in which we do not yet have a mission 
(Sudan, Yemen, Ghana, ete.), or (6) the program is a regional or worldwide 
program for which the estimates must be derived in a different fashion (the 
domestic program and interregional costs of the technical cooperation program; 
the malaria eradication program; the European technical exchange program; the 
Latin American regional programs in support of civil police forces and for the 
development of engineer construction battalions). Consequently, valid compari- 
sons can only be made with respect to selected programs, or if made on some other 
basis must be qualified so as to stress the exceptions noted above. 

(3) Noncomparability of field recommendations and executive agency recommenda- 
tions and Budget Bureau markup.—Comparisons among (a) the recommendations 
of the individual missions, (b) the recommendations of the executive agencies to 
the Bureau of the Budget, and (c) the actions of the Bureau of the Budget with 
respect to such recommendations are difficult because of a lack of comparability 
in the form which these several successive recommendations take. The recom- 
mendations from the field are on a country-by-country basis, whereas the recom- 
mendations of the executive agencies to the Bureau of the Budget and the Bureau’s 
decisions with respect thereto, although taking into account country aid problems, 
are directed not to the establishment of individual country aid levels but rather 
to the fixing of a so-called one-line estimate for all the nonmilitary elements of 
the mutual security program and to the setting of a global estimate for each of 
the major categories of aid. It is only after the President’s budget decisions 
have been made that the executive agencies, in accordance with relative priorities, 
distribute illustratively on a country-by-country basis the aggregate amounts 
specified for each particular type of nonmilitary aid. It is this latter distribution 
which is reflected in the congressional presentation and which represents the best 
judgment of the executive branch as of that time with respect to the countries 
and purposes for which the amount of aid sought will be used. 

(4) Noncomparability of figures at successive programing stages due to differing 
assumptions and changes tn conditions resulting from time lag.—Comparisons 
among the proposed aid levels contained in the field submissions and the final 
congressional submission may be misleading because of different assumptions 
which were made at successive stages with respect to certain collateral matters 
that affect aid calculations. For example, the country team in a particular 
country may assume a level of Public Law 480 sales during the year under con- 
sideration which is at variance with the assumption in this regard which is em- 
bodied in the final congressional presentation, and this difference in assumption 
with respect to this critical factor may result in a considerable difference in the 
aid levels proposed at these successive times. Similarly, differences in proposed 
aid levels may result from differing Washington and field assumptions as to the 
circumstances under which, and the extent to which, the Development Loan 
Fund may be available in a particular country or for particular forms of activities, 
or with respect to the possibility of financing certain activities in a country through 
one of the public lending institutions or from private investment sources. Fre- 
quently, there are also changes in world conditions, in the conditions existing in 
individual countries, or in United States policies between the time when the 
country team makes its initial calculations and the time, 6 months later, when 
the aid program is finally presented to the Congress. These differences in assump- 
tions, or changes in circumstances, can be identified, and explained on a country- 
by-country basis, but they cannot be reflected in tabular form. 

(5) Size of field requests affected by initial Washington instructions.—Finally, it 
is important to recognize that recommendations from the field missions are pre- 
pared pursuant to, and within the compass of, detailed guidelines and assumptions 
with respect to the purposes, nature, and in some respects, the size of the programs 
which are to be submitted. The practice has varied from year to year, and some- 
times as among different geographic areas, with respect to providing field missions 
with ceiling or planning figures or other guidance as to aid magnitude for the 
development of their respective country programs. Specific ceilings, targets or 
planning figures were not generally provided to field missions by Washington 
agencies as part of the instructions for the development of the fiscal year 1959 
program, but there was an awareness in the field missions as to the general think- 
ing in Washington with respect to the approximate program levels which could be 
accommodated within a budget that also took into account United States fiscal 
limitations. Moreover, the fiscal year 1959 instructions included the following 
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specific guidance: (1) that it was the view of the Director of the Bureau of the 
Budget that the total amount for the mutual security program as a whole should, 
if at all possible, in view of United States fiscal considerations, be reduced below 
the levels of previous years and (2) that programers should keep in mind the 
attitude of the Congress, as reflected in its actions on the fiscal year 1958 appro- 
priation requests, with respect to the levels of various mutual security appro- 
priations. Therefore, although the missions were also urged to indicate the real 
needs as they saw them, it would be inaccurate to describe their submissions as 
uniformly representing pure requirement estimates. Thus, where the levels 
recommended by the field and those submitted to the Congress are of comparable 
nature and, may, therefore properly be compared, it is important in drawing any 
conclusions from such a comparison to understand the foregoing ground rules 
governing, and the circumstances surrounding, the development of the field figures. 





STEPs IN THE EvoLuTION OF DeEeFENSE Support Alp LEVELS 


I. BACKGROUND 


The specific factors which have the greatest influence in determining the com- 
ponent and total levels of assistance to be provided to a particular country will 
vary from country to country and from year to vear, depending upon the con- 
tinuing analysis of current and projected requirements and resources of each 
country as they relate to priority United States political, economic, and security 
objectives. 

Country assistance requests may be for specific amounts of grant or loan aid 
or for specific facilities or services. Frequently, however, the initial country 
approach comes in the form of a presentation, by the country’s finance minister, 
minister of national economy or similarly placed official. of the country’s economic 
position with respect to estimated essential import requirements, ability to finance 
such requirements, an analysis of the elements in the total requirements picture, 
an indication of country priorities—with a request for United States assistance 
in addressing this economic problem. Except in temporary emergency situations, 
such a broad initial request is not expressed specifically in the context of a single 
year’s needs but rather more in relation to longer term requirements. 

In the case of a country being considered for defense support, there is normally 
already an understanding between the country and the United States as to mili- 
tary force goals which the country will support and any other defense measures 
the country will take, as, for example, the provision of bases for allied use. The 
extent to which maintenance of this agreed force goal and the undertaking of 
other measures required in free-world defense imposes a burden on the country 
which the country could not, from an economic standpoint, support with its own 
resources is the measure of defense support. It is the function of the program 
process to measure this additional burden. 

The following discussion applies to the determination of a typical defense 
support level for fiscal year 1958 in the case of country X—nameless for classifica- 
tion purposes. The illustrative description parallels but cannot fully mirror the 
actual program development in a particular country since the real process is so 
long, detailed, and complex. The description therefore concentrates on the 
factors entering into the decision, and lists in sequence the several steps leading 
to that decision. This method of approach represents a necessary simplification 
of the actual process, in which certain steps may have to be taken simultaneously, 
or out of sequence, or may have to be recalculated in the light of a subsequent 
change in the economic or political situation. 


Il. MAJOR POLICY DETERMINATIONS 


1. The executive branch determined in March 1956 on the basis of policy 
recommendations approved by the President, that it was in the United States 
interest to provide assistance to country X to (a) assist in maintaining forces 
required by approved defense plans, (b) help insure the independence and terri- 
torial integrity of country X, (c) help country X maintain its identification with 
the free world and its will and ability to resist Communist invasion, subversion 
and pressure. 

2. The Joint Chiefs of Staff in August 1956 determined that in country X forces 
supported by the military assistance program should be maintained at the level 
of 10 divisions, 32 naval vessels and 10 air squadrons. Military assistance, under 
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on, should be provided in a manner to assure that it contributed 
to the development of country X forces capable of effective integrated action 
generally in consonance with the strategic concept for defense of the area in which 
country X lies. This force level constituted the basis for the development of the 
fiscal year 1958 military assistance program. 

3. The Bureau of the Budget, in August 1956, provided general advice as to 
the overall planning levels for mutual security assistance—levels which were 
taken into account in planning the general qualitative guidance to be given to 
the field for the development of its program proposals to Washington. 

4. In September 1956, the Director of ICA transmitted to the field a detailed 
statement of the assumptions which would govern United States programing 
officials in country X in estimating fiscal year 1958 program requirements. This 
direction was subject to the foreign policy guidance of the Secretary of State and 
fully consonant with other executive branch policy documents. 


Ill. PROGRAM DEVELOPMENT PROCESS 


1. Upon receipt of the guidelines paper, the country team—the ambassador, 
the director of the ICA mission and the MAAG chief—undertook the task of 
developing a formal program presentation. The staff of the ICA mission director 
had the responsibility of preparing the economic program. Formulation of this 
program involved consideration of a wide range of factors: the economic needs of 
the country for resources for domestic use, including resources for investment 
and development, for Government consumption and defense, and for personal 
consumption; the extent to which these requirements could be met from domestic 
production and the extent to which imports would be required; the extent to 
which import requirements could be covered by export earnings; and the possible 
sources for financing the excess of imports over exports—private investment, 
grants or loans from other foreign countries or international organizations, draw- 
down of reserves, potential loans from the Export-Import Bank, potential de- 
liveries of surplus agricultural commodities under Public Law 480, deliveries of 
goods financed from prior year mutual security program funds for which obliga- 
tions had already been undertaken and deliveries required over a sufficient period 
to maintain a continued flow of required resources. The remaining gap, for 
which no alternative source of financing appeared available, became the first 
rough estimate of resource requirements to be considered for financing under 
mutual security program. The economic conclusions were weighed within total 
United States interests and objectives in the country, and particularly in relation 
to the ability of the country to carry out its role in free-world defense. 

This analysis required a direct task assignment of approximately 7 weeks of 
study and consultation under the leadership of the ICA mission program officer, 
as the culmination of a continuing responsibility for such considerations. Other 
elements of the United States country team participating in this survey and 
analysis included the economic section of the embassy, the programing office of 
the MAAG, the Treasury representative in the country and others conversant 
with military and economic problems of country X. 

2. The ICA mission to country X submitted its estimate of total requirements, 
with the full concurrence of the embassy, in October 1956. This estimate in- 
cluded the full economic analysis undertaken to arrive at the total figure, with 
illustrative details of individual project and program proposals to meet identified 
economic problems in country X. In view of the relationship of the economic 
aid proposals to the ability of the country to effectively discharge its free world 
defense role the aid was recommended as properly fitting into the category of 
defense support. 

3. This submission was received in ICA, duplicated and distributed for review 
and analysis by ICA technical and management specialists. Primary responsi- 
bility for the detailed review of the submission was assigned to the ICA desk 
officer who devotes full time to the economic problems of country X, and to the 
program office which coordinates programing activity for all the countries in 
this region. Copies of the submission were also sent to appropriate officials in 
the Departments of State, Defense, and Treasury, and to the Bureau of the 
Budget. 

4. Technical and management officers within ICA reviewed the estimates as to 
the projected requirements for surplus agricultural commodities, the kinds and 
amounts of nonagricultural imports, the number and skill level of technicians 


required to carry out the proposed program, and the rate of expenditures required 
by the proposed program. 
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5. The ICA country desk officer in conjunction with the regional program 
office undertook a meticulous review of the mission estimates of requirements 
for defense support for country X to assure, among other things, that field pro- 
posals were fully consonant with the revised definitions of aid categories adopted 
for fiseal year 1958. On the basis of this review, and of consultation with the 
management or technical specialists, a carefully screened and reduced estimate of 
requirements was submitted through the regional office director to the Director 
of ICA. This revised estimate was simultaneously distributed to State, Defense, 
Treasury, and the Bureau of the Budget for a full interagency review. This process 
was completed in November 1956. 

6. Under the general supervision of the Director of ICA, who at that time was 
still the coordinator of the mutual security program, a series of interagency meetings 
was held to assure that the Director of ICA was fully apprised of the positions 
of the several interested agencies in reaching his decision as to the final level of 
aid proposed. After this interagency review, the estimates for country X and 
for other countries were submitted by the coordinator to the Bureau of the Budget 
on November 15 as a part of a worldwide submission for review by the Bureau of 
the Budget and by the President. 

7. After discussions involving the President and Cabinet level officials, the 
President decided on the overall level of the mutual-security assistance to be 
requested for fiscal year 1958. 

8. The Director of ICA, after consultation with State and Defense, issued 
instructions for the preparation for submissions to Congress in which was contained 
a separately identified figure for defense support for country X. This action was 
taken in February 1957, after resolving differences as to which programs would 
have to be reduced or modified as a result of the Presidential decision on the total 
level of the request to Congress. 

9. The Congress reviewed the program submitted and subsequently authorized 
and appropriated funds for broad categories of aid, including funds for the aid 
categories which included the illustrative program for country X. The appro- 
priation action for fiscal year 1958 was completed September 3, 1957. 


IV. PROGRAM REFINEMENT AND IMPLEMENTATION 


1. Following congressional action the Director of ICA issued draft guidelines 
which identified the total amount of defense support which was requested of the 
Congress and the illustrative amounts for country X and for all other defense 
support countries, measured against the actual available funds for the category of 
defense support, and raised issues for discussion which would lead to a decision as 
to an actual programing level. This guidance was issued in September 1957. 

2. Interagency discussion took place in a series of meetings over the month of 
September. These discussions brought into play the views of the Under Secretary 
of State and the Assistant Secretary of Defense for International Security Affairs. 
The Department of Defense assured itself that its requirements for local currency 
for military support would be taken into full consideration in determination of the 
level and composition of the defense support program. 

3. These discussions resulted in a preliminary determination of the amount of 
defense support (and other types of assistance) which could be programed for 
country X. 

4. The regional director of ICA in whose jurisdiction country X lay proceeded 
at once to inform the mission of the decision and request that the mission prepare 
in detail a refined country program. This communication was sent to the field in 
October 1957. 

5. The mission proceeded to develop estimates of the composition of the pro- 
gram within the level determined and to discuss this level in preliminary fashion 
with the host government. This information was submitted to Washington. 

6. Based on field information, the ICA regional office prepared a request for a 
program approval (not necessarily for the entire amount which country X would 
receive during the year). This document was reviewed and approved by the ICA 
Controller, by technical and other managerial offices within ICA, and by the 
Department of State. 

7. The Director of ICA signed the program approval in December 1957. This 
program approval established the magnitude of defense support for fiscal year 
1958, subject to possible amendment, at a later date, for necessary adjustments in 
total amount or in composition, to meet possible changes in the situation. This 
is the program actually being carried out at the present time in country X. 


x 


